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Introduction
The purpose of this book is to help you analyze your firm’s operations in an effort 
to attain and maintain an appropriate level of profitability.
Simply generating periodic financial statements is not enough; you should 
continually monitor and periodically analyze your firm’s financial statements in 
order to evaluate your operations and the sources of your profits. Methods of 
evaluating operations include both monitoring trends within your own firm by 
comparing the results of current operations to historical data, and assessing your 
own firm’s performance by comparing it to external benchmarks, such as those 
provided by industry averages or statistics specific to other firms.
Financial statements appear to be precise, but they frequently do not suffi­
ciently measure what firm management needs to know; moreover, they often do 
not provide accurate measures or present information in meaningful terms. 
Instead of traditional financial statements, you need a management information 
system (MIS) that promptly tells you when something is wrong, shows you where 
the problem is, and hopefully clues you in on how to fix it. While this book is not 
intended to describe a complete MIS due to the vast differences in the sizes of 
firms and the types of practices, it will give you guidelines and suggestions that 
should help you design an appropriate system for your firm.
In order to spot a problem as quickly as possible, you should monitor certain 
key operating statistics on a daily or weekly basis, instead of on a monthly or quar­
terly basis as most firms do. To identify where the problem is and determine what 
to do about it, you should look at the “ numbers behind the numbers,’ ’ which 
usually are ratios instead of financial statement dollar amounts.
Here’s why: The revenue line on your income statement is a conglomeration 
of many diverse types of complex events. Think of it as a ‘ ‘hash total” —the lowest 
common denominator of partner time, staff time, clerical time, contingent tax 
fees, value billing, and so on. To monitor the true productive operations of the 
practice, you need to break down that lowest common denominator dollar amount 
into meaningful categories of productive factors. The right mathematical model 
can capture the important relationships of your practice’s revenue-producing
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activities. These relationships should tell you things about how your practice 
works that may not be obvious in conventional financial statements. For example, 
$20,000 in revenue could come from one large audit or seventy-five small tax 
returns, and the sale of one software package could provide the same $3,000 of 
revenue as charges for 20,000 pages of copies at 15 cents each.
Chapter 1 covers some of the financial ratios and other statistics that you can 
use to analyze your firm’s operations.
Chapter 2 focuses on a tool to analyze firm profitability developed by David 
H. Maister, Ph.D. The Maister fundamental formula was first described in the 
July/August 1984 issue of the Am erican Lawyer. It was also published in the fall 
1984 issue of Jou rn a l of Management Consulting. A  different version appeared in 
the Ju ly 1991 issue of the International Accounting Bulletin  and is reprinted as 
appendix A .
Chapter 3 describes a model that makes comparisons of firm financial state­
ments more meaningful. This model was created by Ronald G. Weiner, CPA, for 
use in his own firm. He has presented it at the 1989 AICPA National Practice 
Management Conference, at a Missouri Management of an Accounting Practice 
Conference, and to the International Group of Accounting Firms, in each case 
receiving an enthusiastic response.
The appendixes contain statistics on two sets of firms used for examples 
throughout the book. Appendix B contains the three profile firms constructed by 
the Management of an Accounting Practice (MAP) Committee of the American 
Institute of Certified Public Accountants to allow accountants to compare their 
practices with a profile of companies close in size to their own firm. In construct­
ing these hypothetical profiles, the MAP Committee did not intend to design 
perfect firms, but, rather, firms that are typical of profitable practices. While 
these firms do not represent industry averages, they allow you to compare your 
practice with a hypothetical profile firm. The formulas described in each chap­
ter are applied to the profile firms. These examples appear at the end of each 
chapter with room for your firm’s calculations.
Appendix C contains the sample firms. The financial statements presented are 
taken from actual firms. The sample firms are used in this manuscript to demon­
strate David Maister’s fundamental formula and Ronald Weiner’s firm model.
This book describes many analytical tools that can be used to evaluate CPA 
firm operations. Which ones are right for you? Only you can make that decision. 
All of the tools summarized here are rendered faithfully from the originals and 
reflect the different viewpoints of their originators, especially in the cases of the 
treatment of writedowns and the definition of net income per owner. This book 
does not attempt to reconcile inconsistencies between the two approaches. Its
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goal is to introduce you to various views on firm analysis and provide you with 
fundamentals for developing an MIS for your firm. It is up to you to adapt this 
information to the needs of your firm. Properly used, this book will acquaint you 
with a few of the tools that highly profitable firms use to obtain their superior 
financial results. You can get these results, too. You just need to know what to do 
differently in the future from what you did in the past. This involves two key traits 
that only you can provide: the willingness to take action, and the willingness 
to change.
Insanity is doing the same thing you have done in the past and expecting the 
results to be different this time.
—Anonymous
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Financial Ratios
Ratios and What They Show
Revenue results from production  (doing the work) and pricing  (charging the 
proper amount). Net income is revenue minus the cost of earning that revenue 
(cost management).
Accordingly, a firm’s net income is actually affected by four types of manage­
ment activities: production, pricing, cost management, and client management. 
Your MIS needs to measure results in all four areas. The best way to do this is to 
produce and analyze various operating statistics. You can calculate statistics for 
your firm as a whole, by type of service, by office, by department, by personnel 
level, or by responsible executive. Described below are some of the most com­
monly used financial ratios. At the end of the chapter is a chart you can use to 
compare your firm’s figures with the profile firms’ calculations.
Profit Margin
Profit margin is a function of all four management activities: production, pricing, 
cost management, and client management. It is the overall indicator of your firm’s 
profitability. To calculate profit margin, divide net income by net fees.
Net income 
Net fees
Since this ratio focuses on the final financial results, its ability to direct you to the 
source of any problem is not only limited, it can also be misleading.
In “ Profitability: Beating the Downward Trend,” 1 Dr. Maister points out that 
profit margin is important, but it is easily misinterpreted, particularly when used 
to make interfirm, interoffice, or year-to-year comparisons. A  firm with a 45 
percent profit margin is not necessarily less profitable than one with a 50 percent 
margin, depending on the number of partners sharing the profits. He gives the
1 David H. Maister, “ Profitability: Beating the Downward Trend,” A m erican  L aw yer  (July/August 1984): 6-9.
1
2 Managing by the Numbers
example of a firm that admits three staff members to the partnership but has 
revenues and costs that remain the same: Since non-partner salaries are shown as 
expenses, costs appear to go down and the margin ‘‘improves.’’ The new partners’ 
salaries are now shown as a part of profits, but there are three more partners 
sharing the profits. The margin has increased, but the firm is no more profitable 
than before. According to Maister, “ . .  .i f  one really wants to make accurate inter­
firm or interoffice comparisons of profitability, or even comparisons within the 
same firm over time, one should take into account not only the number of partners 
but also their experience level. A  firm made up of partners with many years of 
experience should be expected to have higher per-partner income than one 
staffed with younger partners.” 2
Thus, profit margins on the income statements of different firms may not be 
comparable. Indeed, measuring performance trends within a single firm based on 
profit margin alone can be misleading where the ratio of staff-to-owners and other 
factors change from year to year.
Writedowns
A  writedown represents the amount by which standard fees (including direct 
client expenses) are reduced to arrive at the actual amount billed (net fees). A  
writeup is the amount added to standard fees and direct client expenses to yield 
the amount billed. Writedowns and writeups are often expressed as a percentage 
of standard fees.
Standard fees -  amount billed 
Standard fees
There is a difference of opinion among accountants about whether a 
writedown is a function of pricing or of cost management. In either case a 
writedown is the difference between what the client would have paid if you billed 
your standard charges and what he or she actually does pay. Some writedowns are 
planned and clearly reflect a pricing decision; others are unplanned and often 
reveal poor cost management skills. A t one extreme are firms that set very high 
standard billing rates and plan for substantial writedowns—sometimes as high as 
30 percent to 35 percent—over the course of a year. For these firms most write­
downs represent pricing decisions that may be anticipated in client negotiations 
before an engagement begins. Because they are what the firms expect to earn 
before doing the work, net fees (amounts billed) represent the true production of
2 David H. Maister, “Profitability: Beating the Downward Trend,” 40.
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these firms, and they are the benchmark by which the firms judge their manage­
ment effectiveness.
At the other extreme are firms that set standard billing rates anticipating 
that a normal engagement will be billed at a near-standard rate and that any 
writeups and writedowns will be exceptional. For these firms, writedowns are not 
anticipated in client negotiations, and any writedown will clearly be a cost 
management indicator. Standard fees reflect the true production of these firms 
because they represent what the firms expected to bill before doing the work, and 
they are the benchmark by which the firms will judge their management results.
Most firms fall somewhere between these two extremes. Generally, the larger 
the firm, the more likely it will use ambitious value-driven billing rates. Most local 
and regional firms use cost-driven billing. Regardless of which position your firm 
takes on setting standard billing rates, the use of writedowns is an indicator of 
client management skill.
Standard Fees
The first group of ratios commonly used in CPA firms, standard fee ratios, measure 
both production and pricing. When calculating a standard fee ratio, include all 
standard fees, even those generated by support staff, in the calculation. Since 
standard fees are generated not only from chargeable hours, but also from 
computer and other overhead charges, they can greatly affect comparability 
between firms.
EXAM PLE: Some firms add to work in process an administrative charge of
$5 per chargeable hour (or some other amount) and do not charge for the 
time of support personnel. Other firms use a pro forma computer processing 
charge for bookkeeping or tax preparation based on the number of transac­
tions, the number of tax return schedules, the number of chargeable hours, 
or other criteria.
EXAM PLE: Some firms may account for such charges in a separate revenue 
category, while others may use a contra account to data processing, adminis­
trative salaries, or other costs.
Therefore, when comparing your firm’s ratios with those of other firms, be 
prepared to make adjustments, when necessary, for differences in computer and 
overhead fees accounting.
Standard Fees per Person. To calculate standard fees per person, divide stand­
ard fees for the time period by the average number of total full-time equivalent 
(FTE) personnel (technical staff and support staff) for the time period. Persons 
with the reporting segment for less than the entire time period would be included
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only for the time they were with the segment. Include part-time personnel based 
on the ratio of their normal working hours to standard hours.
Standard fees 
Total FTE personnel
This ratio measures the gross productivity of the reporting segment without 
regard for the quality or value of those hours. Calculate this ratio once per month 
and compare year-to-date and current-month to last year.
Standard Fees per Owner or Technical Staff. Just as you did to calculate stand­
ard fees per person, calculate standard fees per owner or technical staff by dividing 
standard fees for the time period by the average number of total FTE owners or 
technical staff for the time period. Technical staff includes owners, technical 
employees, and paraprofessionals and excludes only secretaries, receptionists, 
delivery personnel, file clerks, and persons doing your firm’s internal bookkeeping 
and administration. For both ratios include persons who were with the reporting 
segment for less than the entire time period only for the time they were with the 
segment. Include part-time personnel based on the ratio of their normal working 
hours to standard hours.
Standard fees 
Total FTE owners
Standard fees 
Total FTE technical staff
The standard-fees-per-owner ratio is a measure of executive skill. The higher 
the ratio, the better the owners are at supervising staff. Calculate this ratio at 
least once a year for the firm as a whole and for each owner’s ledger as part of 
owner evaluation and counseling.
The standard-fees-per-technical-staff ratio is a measure of gross productivity. 
Calculate this ratio monthly and compare year-to-date and current-month to 
last year.
Standard Fees per Total Hour or Chargeable Hour. Tb calculate this ratio, 
divide standard fees for the reporting segment (which could be for a department, 
office, or even a person) by total hours for the segment. For some segments, such 
as type of service or responsible person, only chargeable hours are accounted for, 
so the total number of hours is not applicable. For these segments, use standard 
fees per chargeable hour.
Standard fees 
Total hours
Standard fees
Chargeable hours
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CAUTION: Using standard fees per chargeable hour as the principal perfor­
mance indicator can be counterproductive. Using chargeable hours as the 
denominator encourages those people being evaluated to record fewer hours 
in chargeable categories and more hours in non-chargeable categories (for 
example, to work eight hours for a client, show six as chargeable and two as 
non-chargeable, and then to bill for more than six hours). Tb counteract this 
effect, you should also closely monitor chargeable hours as a percentage of 
total hours and utilization.
This ratio is an internal indicator of trends in billing rates, personnel mix 
(the number of people at various levels of billing rates), and chargeability. If 
the standard-fees-per-total-hours ratio begins dropping while the standard-fees- 
per-chargeable-hours ratio does not, it could indicate that personnel were 
not charging enough time or that the mix of different billing rates changed. 
Calculate this ratio once per month and compare year-to-date and current-month 
to last year.
Percentage Chargeable
To calculate the percentage-chargeable ratio, divide chargeable hours for the 
segment or person by total hours.
Chargeable hours 100%
Total hours
This ratio measures productivity on a per-person, departmental, or firm basis. 
Review this ratio at least once a month and compare year-to-date and current- 
month to last year and to budget.
Some general guidelines are that owners should be 50 percent to 60 percent 
chargeable, technical staff should be 75 percent chargeable, and support staff 
should be 33 percent to 50 percent chargeable. The entire firm should be at least 
60 percent—and as high as 65 percent—chargeable.
Net Fees
Net fees are standard fees plus or minus billing adjustments (writeups or 
writedowns). Net fees are revenues measured by generally accepted accounting 
principles (GAAP). Because net fees are measured after writedowns, GAA P does 
not recognize writedowns as an operating expense. Therefore, using net fees as a 
measurement standard obscures the effect of writedowns and makes it more diffi­
cult to manage them. Net-fee ratios should be used very cautiously, taking full 
account of their potential distorting effect. In any event, for management report­
ing purposes, writedowns should be shown as a separate expense category so they 
can be monitored and controlled like any other expense.
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Net Fees per Owner. This is the average size of owners’ ledgers measured at net 
fees. To calculate this ratio, divide net fees for the firm or office by the number of 
owners in the reporting segment.
Net fees
Number of owners
Many firms place too high an importance on net fees per owner even though 
it is not always an effective measure. It does not measure productivity very well 
because productivity is measured by standard fees, and this ratio does not tell you 
what portion of standard fees was written off, or if writedowns are different for 
each owner. It does not measure pricing or cost management skill very well 
because it offsets standard fees and writedowns and does not measure the cost of 
earning those fees. It does not measure client management skill very well because 
it cannot measure profitability or compare profit contribution or different client 
management skills of individual owners. Then what does net fees per owner 
measure? It measures the average revenue managed by each owner without 
regard to the cost of earning that revenue. You can also calculate the net fees of 
each individual owner’s ledger. Some firms do this as part of their profit-sharing 
calculation.
CAUTION: Comparing owners based on the net fees of their ledgers is often 
misleading unless all owners’ ledgers have the same realization or write­
down percentage. Consider the firm of Smith and Thomas, with $1,000,000 
of standard fees and $800,000 of net fees. Here is how the two partners’ 
ledgers compare:
Smith Thomas Total
Standard fees $600,000 $400,000 $1,000,000
Writedowns 180,000 20,000 200,000
Net fees $420,000 $380,000 $ 800,000
Relative size of net ledgers 52.5% 47.5% 100.0%
Realization 70% 95% 80%
Who is the better manager of his or her ledger?
Net Fees per Chargeable Hour. To calculate this ratio, divide net fees for the 
segment by chargeable hours for the segment.
Net fees
Chargeable hours
This ratio measures the calculated effective billing rate for the segment or person 
and is an indicator of pricing, cost management, and client management skill. 
Calculate this ratio once per month and compare year-to-date and current-month 
to last year.
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Collection
Collection ratios measure the effectiveness of managing the firm’s working capital 
and client relationships. The sooner work is billed and collected, the less working 
capital the firm requires and the lower its needs for financing from the owners or 
other financiers. Also, the speed with which clients pay bills is an indicator of 
client satisfaction. These ratios may be calculated for the firm as a whole and for 
individual executives.
Days o f  Lock Up. Chartered accountants in Great Britain use the term lock up  to 
describe the total of billed and unbilled receivables, net of allowances for doubtful 
accounts and billing adjustments. To calculate days of lock up, add accounts 
receivable (billed receivables), net of allowance for doubtful accounts, to work in 
process (unbilled receivables), net of allowance for billing adjustments. Divide 
that sum by net fees earned for the last twelve months and multiply the result 
by 365 days.
Accounts receivable, net + work in process, net 
Net fees earned for last 12 months
“ Net fees earned’ ’ are billings adjusted for changes in work in process. This net- 
fees-earned amount measures production regardless of when the work was billed. 
The days-of-lock-up figure shows the average length of time between doing the 
work and collecting for it. The smaller the number, the more rapidly work is 
being billed and collected. Monitor this ratio monthly. A  rule of thumb is that 
lock up should not exceed ninety days. If it gets too large, determine whether 
the problem is with billing or collecting. The next two ratios will help you evaluate 
these indicators.
D ays’ Billed Receivables Outstanding. To calculate this ratio, divide accounts 
receivable, net of allowance for doubtful accounts, by net fees earned for the last 
twelve months and multiply the result by 365 days.
Accounts receivable, net x 365
Net fees earned for last 12 months
This statistic indicates the average collection period for fees billed. Monitor it 
monthly. If there is a noticeable increase in your collection period, you should 
identify and contact the clients responsible. In a larger firm, the managing partner 
would monitor this number for each owner’s or manager’s ledger and work with 
those persons responsible whose collection periods exceed firm norms. If timely- 
collection problems affect more than a few clients or a small number of owners 
and managers, the firm should examine its overall credit policies and collection 
procedures.
D ays’ Work in Process Unbilled. To calculate this ratio, divide work in process, 
net of allowance for billing adjustments, by net fees earned for the last twelve 
months and multiply by 365 days.
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_____ Work in process, net_____  365
Net fees earned for last 12 months
This statistic shows the average length of time needed to bill work that has been 
done. Evaluate this statistic for each responsible biller each month. As with billed 
receivables, if there is a noticeable increase in your billing period, you should 
work with the billers responsible whose billing periods exceed firm norms. If 
timely-billing problems affect more than a small number of billers, the firm should 
examine its overall billing procedures.
Applying the Ratios to Profile Firms
Here are the calculations for the profile firms in appendix B. How does your firm 
compare to them?
PROFIT MARGIN: Net income 
Net fees
Firm A Firm B Firm  C Your Firm
Net income $195,100 $358,900 $ 824,500
Net fees $398,000 $849,000 $2,404,000
Profit margin .49 .42 .34
WRITEDOWNS: Standard fees - amount billed
Standard fees
Firm  A Firm B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Amount billed $398,000 $849,000 $2,404,000
Writedowns as a percent of
standard fees 6.13% 7.15% 9.52%
STANDARD FEES PER PERSON: Standard fees
Total FTE personnel
Firm A F irm  B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Total FTE personnel 6.5 13.0 35
Standard fees per person $ 65,227 $ 70,338 $ 75,909
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STANDARD FEES PER OWNER: Standard fees
Total FTE owners
Firm  A F irm  B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Total FTE owners 2 3 6
Standard fees per owner $211,987 $304,800 $ 442,800
STANDARD FEES PER TECHNICAL STAFF: Standard fees
Total FTE technical staff
Firm  A Firm B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Total FTE technical staff 5 10 28
Standard fees per technical staff $ 84,795 $ 91,440 $ 94,886
STANDARD FEES PER TOTAL HOUR: Standard fees 
Total hours
Firm  A F irm  B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Total hours 14,150 29,010 78,210
Standard fees per total hours $ 29.96 $ 31.52 $ 33.97
STANDARD FEES PER CHARGEABLE HOUR: Standard fees
Chargeable hours
Firm A F irm  B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Chargeable hours 8,950 16,750 44,900
Standard fees per
chargeable hours $ 47.37 $ 54.59 $ 59.17
PERCENTAGE CHARGEABLE: Chargeable hours x 10%
Total hours
Firm A Firm B Firm  C Your Firm
Chargeable hours 8,950 16,750 44,900
Total hours 14,150 29,010 78,210
Percentage chargeable 63.25 57.74 57.41
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NET FEES PER OWNER: Net fees
Number of owners
Firm  A Firm B Firm  C Your Firm,
Net fees $398,000 $849,000 $2,404,000
Total FTE owners 2 3 6
Net fees per owner $199,000 $283,000 $ 400,667
NET FEES PER CHARGEABLE HOUR: Net fees
Chargeable hours
Firm A Firm B Firm  C Your Firm
Net fees $398,000 $849,000 $2,404,000
Chargeable hours 8,950 16,750 44,900
Net fees per chargeable hour $ 44.47 $ 50.69 $ 53.54
DAYS OF LOCK UP: Accounts receivable, net + work in process, net 
Net fees earned for last 12 months
Firm A F irm  B Firm  C Your Firm
Accounts receivable, net $ 53,320 $150,722 $ 509,725
Work in process, net $ 20,680 $ 58,278 $ 140,275
Net fees earned for last
12 months $398,000 $849,000 $2,404,000
Days of lock up 68 90 99
DAYS’ BILLED RECEIVABLES OUTSTANDING: Accounts receivable, net
Net fees earned for last 12 months
Firm A F irm  B Firm  C Your Firm
Accounts receivable, net $ 53,320 $150,722 $ 509,725
Net fees earned for last
12 months $398,000 $849,000 $2,404,000
Days’ billed receivables
outstanding 49 65 77
DAYS’ WORK IN PROCESS UNBILLED: Work in process, net
Net fees earned for last 12 months
Firm A Firm B Firm  C Your Firm
Work in process, net $ 20,680 $ 58,278 $ 140,275
Net fees earned for last
12 months $398,000 $849,000 $2,404,000
Days’ work in process unbilled 19 25 21
2 David Maister’s Fundamental Formula
As we have seen in chapter 1, profit margin alone can be a misleading indicator of 
a firm’s profitability. In “ Profitability: Beating the Downward Trend,’ ’ Dr. Maister 
commented that in a regular business the usual measure of business success is not 
profit margin but return on equity (ROE). If ROE is too low, the business cannot 
attract sufficient capital to remain viable. “ In the world of professional service 
firms, however, the need for capital is low. Instead, the ‘investment’ that must 
receive an adequate return is the time and effort of the partners,’’ according to 
Maister.3 He also noted that the professional firm equivalent of ROE as a measure 
of business success is net income per partner (NIPP).4 “ Having established NIPP 
as the basic measure of profitability, the next step is to see what factors influence 
it.’ ’5 This chapter examines each profitability factor, discusses how they interact, 
describes a sample analysis using the sample firms, and presents work sheets that 
you can use to compare your firm’s numbers to the profile firms’ calculations.
The Profitability Factors
NIPP can be broken down into five key operating measures: Leverage (L), Utiliza­
tion (U), Billing Rate (BR), Realization (R), and Margin (M).
NIPP = L x U x BR x R x M
Leverage
Dr. Maister’s original formula, as published in the Am erican Lawyer, defined 
leverage (L) as the “ ratio of non-partner professionals to partners,”  and the NIPP
3 David H. Maister, “Profitability: Beating the Downward Trend,” 39.
4 The principles in this chapter are equally applicable to sole proprietorships.
5 David H. Maister, “Profitability: Beating the Downward Trend,” 40.
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formula as (1+L) x U x BR x R x M. In most law firms, support personnel do not 
charge time to clients, and it is appropriate to use only professional personnel in 
the formula and to treat all support salaries as overhead.
In a CPA firm, the distinction between professional staff and support staff is 
often unclear—particularly in smaller practices where some support staff may 
also serve as part-time bookkeepers. Also, virtually all personnel in an accounting 
firm have chargeable hours. For these reasons, the author has expanded Dr. 
Maister’s definition of the numerator in the leverage formula to include support 
staff. This book also simplifies the 1 + L factor to L by including owners in the 
numerator. (Note that [1 + L], using “ L”  as defined by Dr. Maister, and L, as 
defined by the author, are mathematically equal.)6 Therefore, this book defines 
leverage (L) as the total number of people in the firm (which includes owners, 
technical staff, and support staff) divided by the number of owners.
L = Total personnel 
Number of owners
Leverage is one measure of the executive abilities of the owners of a firm. The 
better the executive skills of the owners, the more people each owner can super­
vise and direct.
Utilization
Utilization (U) is the average chargeable hours per person (including owners and 
support personnel) per year. It is calculated by dividing total chargeable hours by 
the total personnel.
U = Total chargeable hours 
Total personnel
You can calculate utilization for different levels in your firm, such as average per 
owner, average per technical staff, or average per support staff, or for the practice 
as a whole. Levels of utilization may also differ among departments in the firm. 
Like leverage, utilization is also a measure of the owners’ executive skills. The 
higher the utilization, the more efficiently the owners are managing the firm’s 
personnel.
The following formula calculates the average size of the engagement work­
load supervised by each owner. The number of chargeable hours supervised 
quantifies an owner’s executive responsibilities.
L x U = Average number of chargeable hours supervised by each owner
Example: 3 owners + 6 associates = 9 total personnel 
Maister: (1 + L) = (1 + associates/owners) = (1 + 6/3) = 3 
Cottle: L = (total personnel/owners) = (9/3) = 3
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Billing Rate
The billing rate (BR) is the average standard billing rate per chargeable hour. It is 
calculated by dividing total revenues at standard rates by the total chargeable 
hours.
BR=  Standard fees
Total chargeable hours
It can also be calculated according to levels and according to departments. Billing 
rates are the principal pricing key, but pricing may be affected by planned 
writedowns that impact realization.
The following formula calculates the average size of owners’ ledgers meas­
ured at standard billing rates. The actual size of each owner’s ledger quantifies his 
or her respective supervisory responsibilities.
L x U x BR = Average standard revenues per owner
Realization
Realization (R) is the percentage of standard fees for client projects that is actually 
billed (after writedowns and writeups). It is calculated by dividing total revenues 
at net fees by total revenues at standard fees.
r = Net fees 
Standard fees
Realization can be calculated according to department, responsible owner, and 
staff person, as well as for the firm as a whole. Obviously, firms with value-driven 
billing philosophies will use higher standard billing rates and take larger 
writedowns. Accordingly, their effective billing rates could be the same as those 
of firms with cost-driven billing philosophies that use lower standard rates but 
smaller writedowns.
Realization was developed in Dr. Maister’s article in the July/August 1984 
issue of the Am erican Lawyer. It is not discussed in Dr. Maister’s more recent 
short article (reprinted in appendix A), since 100 percent realization is assumed. 
Nevertheless, it must be considered in managing writeups and writedowns on 
individual engagements.
The following formula calculates the average size of owners’ ledgers 
measured at net fees.
L x U x BR x R = Average net fees per owner
Margin
Margin (M) is the ratio of partnership or proprietorship net income to net fees. It 
is calculated by dividing net income by net fees.
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M = Net income (using partnership GAAP)
Net fees
For purposes of this formula, net income is what is left after all expenses (except 
owners’ distributions) have been deducted. Expenses are salaries (other than 
owners’ salaries), rents, taxes, utilities, office supplies, and so forth.
L x U x BR x R x M = Net income per partner
Net income per partner has a variety of different names. It is the average compen­
sation available to each owner and may take the form of salary, interest, bonus, 
or draws.
Profitability Matrix
Here is the expanded Maister fundamental formula:
Personnel Chargeable hours Standard fees Net fees
- X  ------------------------------------- X    X    X
Owners Personnel Chargeable hours Standard fees
Net income = Profits 
Net fees Partners
Each of these factors affects profits. In terms of the formula, mathematically no 
factor is more important than any other; a 10 percent improvement in any factor 
would theoretically yield the same improvement in net income per partner as a 10 
percent improvement in any other factor, provided there is  no change in  the other 
factors. However, the real world is not that simple, because the factors interact 
with each other in a complex pattern of increases and decreases, and some factors 
may be changed more easily than others.
The five factors are not independent of each other. Here is a matrix that 
expresses the typical effect of each factor on the others.
PROFITABILITY MATRIX
If this goes up. .. this moves in the direction shown:
Leverage Utilization Billing Rate Realization Margin
Leverage — Up Down Down OR Up Down OR Up
Utilization — — — — Up
Billing rate — Down — Down Up
Realization — — — — Up
Margin Down Down Down OR Up Down —
Leverage
As a firm grows and the number of employees increases, the increase in leverage 
usually boosts utilization, since employees typically get more chargeable hours
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per person than owners. Also, adding employees tends to reduce the average billing 
rate per hour since employee rates are lower than owner rates. In some firms the 
junior staff members’ time tends to get written down more often than the owners’ 
time, so realization may fall. On the other hand, some owners undervalue their 
own time more than their employees’ time, so their realization could actually rise.
Finally, adding to staff causes expenses to rise, but revenues rise more. The 
marginal rate of profits may decrease while net income per partner increases.
Utilization
Increasing this key has little effect on the four other keys. If there is an increase 
due to increased efficiency, margin will go up. If the increase were due to 
overtime, compensation costs would increase. As a result, the margin would tend 
to be reduced, but the excess of extra billings over compensation cost would 
increase revenues. Revenue increases would more than offset any increase in 
compensation, thus increasing net income. The bottom line on utilization is: 
Increases pay off in extra profits, which are usually 100 percent of the increase. 
Billing Rate
Increasing billing rates often decreases utilization as some owners or employees 
stop accounting for “ marginal”  time (time of questionable value). When rates are 
higher than owners or staff think appropriate, owners or staff tend to report 
fewer hours. In effect, the staff and owners thwart the billing process by not 
reporting all their chargeable time.
Also, if you raise billing rates by 20 percent, your billers may not be willing 
to bill all of the increase at first, so it is likely that your realization will drop, 
although not by nearly as much as the increase in billing rates.
Realization
Increasing the amount of fees billed obviously increases margin. Also, controlling 
writedowns to increase realization has no adverse effect on any other key. The 
bottom line on realization is: 100 percent of the increase goes into profits.
Many CPAs become comfortable with billing at their current realization 
levels and have difficulty billing above historical levels of realization. And almost 
all CPAs have trouble taking a writeup (billing above 100 percent) even when it is 
justified. Also, as realization rises above 95 percent, further increases in effective 
billing rates are more easily achieved by raising standard billing rates and allowing 
realization to stay the same or even to fall slightly.
Margin
Increasing margin by reducing staff size would decrease leverage. With a smaller 
staff, owners might find themselves working longer hours while still being
16 Managing by the Numbers
responsible for management, marketing, and administration. This non-chargeable 
time makes it unlikely that partners would achieve levels of chargeability as high 
as those of former staff members, so utilization would most likely fall.
If costs are reduced through staff reductions, average billing rates will rise. 
But if costs are reduced through a reduction in automation, an avoidance of 
computerization, a decision not to buy the most efficient software or not to 
implement word processing, for example, billing rates will inevitably fall because 
of decreasing productivity. Further, cost-cutting efforts that affect productivity 
will usually increase writedowns. Cutting costs by replacing staff labor with 
owner labor will also increase writedowns. Alternatively, focusing attention on 
purchasing practices, rent, medical insurance, and the like (which do not affect 
productivity) can produce one-time increases in profits by reducing unnecessary, 
wasteful, or extravagant costs.
Managing the Five Factors
The interactive effects of the various keys are often small. Usually, the net 
positive effect of an increase in any key will exceed the offsetting negative effects.
Which key is most important to your practice? On which of the five keys 
should you focus your attention to improve your financial performance? You will 
have to analyze your practice and answer these questions yourself. Because 
different firms weigh each factor according to the nature of their clients, services, 
markets, and personnel, these numbers will be different for each practice. In 
theory, there may be a number for each key that is just right for your practice. The 
proper balancing of your five keys to profit makes each key an optimum contributor 
to the whole.
While all five factors must be managed carefully, practically speaking, some 
factors are easier to control than others, and some can be improved quickly while 
others require longer to change. The most easily controlled factor is billing rates, 
followed by realization and utilization. Leverage and expenses are harder to 
control. Billing rates and expenses can be improved in a shorter period, while 
realization and utilization may take some months to improve, and leverage can 
improve only slowly—sometimes over years. None o f the keys is  dependent on 
f ir m  size.
Applying the Maister Formula to Sample Firms
Four actual CPA firms are presented to illustrate the various emphases that can be 
placed on each profit factor. Two of the four firms are incorporated; for purposes 
of consistency, all are presented as proprietorships or partnerships. Their financial
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statements are included in appendix C. Summary information on each firm 
appears in the following table:
Adams Baker Carter Davis
Average full-time
equivalent personnel 4.00 22.25 20.65 42.00
Net fees $331,710 $2,893,291 $1,526,834 $2,894,071
Net income $176,079 $ 945,865 $ 668,746 $ 685,626
Number of owners 1 5 5.75 6
Net income per owner $176,079 $ 189,173 $ 116,304 $ 114,271
The firms of Adams and Baker are comparable in terms of net income per owner, 
while the firms Carter and Davis have comparable profitability.
LEVERAGE
Adams Baker Carter Davis
Total personnel 4.00 22.25 20.65 42.00
Number of owners 1.00 5.00 5.75 6.00
Leverage 4.00 4.45 3.59 7.00
UTILIZATION
Adams Baker Carter Davis
Total chargeable hours 3,919 31,984 21,050 62,675
Total personnel 4.00 22.25 20.65 42.00
Utilization 979.75 1,437.48 1,019.37 1,492.26
BILLING RATE
Adams Baker Carter Davis
Standard fees $328,418 $3,521,653 $1,603,370 $3,291,333
Total chargeable hours 3,919 31,984 21,050 62,675
Billing rate $ 83.80 $ 110.11 $ 76.17 $ 52.51
REALIZATION
Adams Baker Carter Davis
Net fees $331,710 $2,893,291 $1,526,834 $2,894,071
Standard fees $328,418 $3,521,653 $1,603,370 $3,291,333
Realization 101.00% 82.16% 95.23% 87.93%
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MARGIN
Adams Baker Carter Davis
Partnership, net income $176,079 $ 945,865 $ 668,746 $ 685,626
Net fees 331,710 2,893,291 1,526,834 2,894,071
Margin 53.08% 32.69% 43.80% 23.69%
The following table illustrates the application of the Maister formula to the sample 
firms:
Adams Baker Carter Davis
Leverage 4.00 4.45 3.59 7.00
Utilization 979.75 1,437.48 1,019.37 1,492.26
Billing rate $ 83.80 $ 110.11 $ 76.17 $ 52.51
Realization 101.00% 82.16% 95.23% 87.93%
Margin 53.08% 32.69% 43.80% 23.69%
Net income per partner* $176,079 $ 189,173 $ 116,304 $ 114,271
* Figures may not calculate exactly because of rounding.
Notice that the firms of Adams and Baker, each of which made about $180,000 per 
owner, differ widely in the following ways:
• Baker is ten times larger than Adams in terms of standard fees.
• Baker’s personnel are 46 percent more productive in terms of utilization.
• Baker’s rates are 31 percent higher than Adams’ rates.
• Adams’ realization is 23 percent higher, and its margin is over 60 percent 
higher.
Yet both Adams and Baker made about the same net income per owner. The key to 
profitability for Adams is high realization, indicating the effectiveness of the firm’s 
client management (and, probably, cost management) and cost control strategies.
The firms of Carter and Davis differ also, with Davis’ firm being about twice 
the size of Carter’s. Differences between the two firms include:
• Carter’s firm has only half the leverage of Davis’ firm. But Carter makes up for 
the low leverage with billing rates that are 45 percent higher than Davis’ rates.
• Davis, on the other hand, makes up for lower billing rates by achieving 46 
percent more utilization.
• In terms of productivity per person (utilization x billing rate x realization), 
Carter’s firm has $73,492, and Davis’ firm has $68,901, which are almost 
equal.
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• Because of its lower leverage, Carter’s salaries and other costs are lower, and 
its profit margin is 90 percent higher than Davis’ margin.
Thus, both firms make about the same net income per owner. Carter makes up for 
the difference in utilization with higher billing rates and lower costs. Accordingly, 
the keys to profitability for Carter are billing rates and cost control, while the 
profit keys for Davis are utilization and leverage, illustrating that “ there is more 
than one way to get to the bank.’ ’
Analysis
This section contains a brief analysis of the operations of the firms of Adams, 
Baker, Carter, and Davis with recommendations for improvement. This analysis 
uses industry averages based on the 1990 Texas Society Practice Management 
Survey. All averages referred to are outlined in appendix D.
Adams. Adams should look to improve utilization. The average sole practitioner’s 
firm has utilization of 1,245 hours, and the top 25 percent of practitioners’ 
utilization is 1,315 hours. If  Adams could increase its utilization to 1,315, even 
if realization dropped to the 92.9 percent average for the top 25 percent of 
practitioners, here is what would result. Note that operating costs do not increase. 
As a result, the increase in utilization increases margin.
Adams Changes Results
Number of owners 1.00 1.00
Total personnel 4.00 4.00
Leverage 4.00 4.00
Utilization 979.75 335.25 1,315.00
Total chargeable hours 3,919 1,341 5,260
Billing rate $ 83.80 83.80
Standard fees 328,418 $112,370 440,788
Realization 101.00% (8.01%) 92.90%
Net fees $331,710 $ 77,773 $409,483
Operating costs 155,631 155,631
Partnership, net income 176,079 77,773 253,852
Margin 53.08% 16.78% 61.99%
Net income per owner, partnership GAAP $176,079 44.13% $253,785
Baker. Baker’s utilization is quite good, and its billing rates are also above average. 
This firm’s most likely long-term increase in profits will come from increasing 
leverage. Average leverage for larger firms like Baker’s is 5.61 and the top 25 per­
cent of larger firms have leverage of 6.70. In the near term, Baker should work on 
raising realization to at least 89.0 percent, the average for a large local firm. If 
Baker were to attain the 90.5 percent realization of the top 25 percent of larger 
local firms, firm operations would look like this:
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Baker Changes Results
Number of owners 5.00 5.00
Total personnel 22.25 22.25
Leverage 4.45 4.45
Utilization 1,437.48 1,437.48
Total chargeable hours 31,984 31,984
Billing rate $ 110.11 $ 110.11
Standard fees $3,521,653 $3,521,653
Realization 82.16% 10.15% 90.50%
Net fees $2,893,291 $293,805 $3,187,096
Operating costs 1,947,426 $1,947,426
Partnership, net income $ 945,865 $293,805 $1,239,670
Margin 32.69% 18.96% 38.90%
Net income per owner, partnership GAAP $ 189,173 31.06% $ 247,934
Carter. Carter should improve utilization. The average utilization for larger local 
firms is 1,266 hours, and the top 25 percept of larger local firms hit 1,303 hours on 
average. If Carter could achieve the more ambitious goal of 1,303, this would be 
the outcome:
Carter Changes Results
Number of owners 5.75 5.75
Total personnel 20.65 20.65
Leverage 3.59 3.59
Utilization 1,019.37 283.63 1,303.00
Total chargeable hours 21,050 5,857 26,907
Billing rate $ 76.17 $ 76.17
Standard fees 1,603,370 $446,125 2,049,495
Realization 95.23% 95.23%
Net fees $1,526,834 $424,829 $1,951,663
Operating costs 858,086 858,086
Partnership, net income 668,748 424,829 1,093,577
Margin 43.80% 27.93% 56.03%
Net income per owner, partnership GAAP $ 116,304 63.53% $ 190,187
Davis. Davis’ utilization is well above average, and billing rates are far below 
those of the average larger local firm, which is $61.42, and even further below the 
top 25 percent large local firm, which is $68.35. If Davis were to raise billing rates 
to the average of the top 25 percent, realization would probably fall somewhat. 
Firms have raised rates by as much as 30 percent with realization dropping no 
more that 10 percent. Indeed, one firm raised partner and staff rates by 32 
percent and 21 percent, respectively, in just three months, and its realization 
declined by less than 1 percent. Assuming that its realization drops by a conserva­
tive 10 percent, the financial results for Davis’ firm might be:
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Davis Changes Results
Number of owners 6.00 6.00
Total personnel 42.00 42.00
Leverage 7.00 7.00
Utilization 1,492.26 1,492.26
Total chargeable hours 62,675 62,675
Billing rate $ 52.51 30.16% $ 68.35
Standard fees 3,291,333 $992,503 4,283,836
Realization 87.93% (10.00%) 79.14%
Net fees $2,894,071 $496,157 $3,390,228
Operating costs 2,208,445 2,208,445
Partnership, net income 685,626 496,157 1,181,783
Margin 23.69% 47.15% 34.86%
Net income per owner, partnership GAAP $ 114,271 72.37% $ 196,964
Applying the Maister Formula to Profile Firms
The following tables show the Maister formula calculations for the profile firms in 
appendix B. How does your firm compare to them?
LEVERAGE: Total personnel
Number of owners
Firm  A F irm  B Firm C Your Firm
Total personnel (average 
full-time equivalents for 
last twelve months) 6.5 13 35
Number of owners (average 
last twelve months) 2 3 6
Leverage 3.25 4.33 5.83
UTILIZATION: Total chargeable hours 
Total personnel
Firm A F irm  B Firm  C Your Firm
Total chargeable hours (last
twelve months) 8,950 16,750 44,900
Total personnel (average full-time
equivalents for last twelve months) 6.5 13 35
Utilization 1,377 1,288 1,283
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BILLING RATE: Standard fees
Total chargeable hours
Firm A F irm  B Firm  C Your Firm
Standard fees $423,975 $914,400 $2,656,800
Total chargeable hours (last
twelve months) 8,950 16,750 44,900
Billing rate $ 47.37 , $ 54.59 $ 59.17
REALIZATION: Net fees
Standard fees
Firm A Firm B Firm  C Your Firm
Net fees $398,000 $849,000 $2,404,000
Standard fees 423,975 914,400 2,656,800
Realization 93.87% 92.85% 90.48%
MARGIN: Net income (using partnership GAAP) 
Net fees
Firm A F irm  B Firm  C Your Firm
Net income $195,100 $358,900 $ 824,500
Net fees $398,000 $849,000 $2,404,000
Margin 49.02% 42.27% 34.30%
THE PROFIT FORMULA
Firm  A Firm B Firm  C Your Firm
Leverage (L) 3.25 4.33 5.83
Utilization (U) 1,377 1,288 1,283
Billing rate (B) $ 47.37 $ 54.59 $ 59.17
Realization (R) 93.87% 92.85% 90.48%
Margin (M) 49.02% 42.27% 34.30%
Equals average net income
per partner* $97,550 $119,490 $137,355
* May not match financial statements in appendix B because of rounding.
Maister’s formula is a key analytical tool in evaluating firm performance. By 
comparing your ratios to those of other firms and to those in published surveys, 
you can often identify the most fruitful areas on which to focus your improve­
ment efforts.
3Ronald Weiner’s Firm Model
Dr. Maister’s formula should not be the only weapon in your analytical arsenal. 
Just as a reverse angle instant replay often allows viewers at home to see things 
more clearly than the officials of a football game, so too, examining a situation 
from other points of view can help you gain additional insights into your firm’s 
operations. This chapter describes another valuable tool for analyzing firm perfor­
mance: the Weiner firm model. This chapter reviews the concept of economic 
income, shows why profit margin can be a misleading indicator, outlines the three 
computations fundamental to the Weiner model, does a sample analysis using the 
sample firms, and presents charts you can use to compare your firm’s numbers to 
the profile firms’ calculations.
How Much Money Is the Firm Really Making?
Mr. Weiner distinguishes between salaries, interest on capital, and firm profits. 
Every owner, like every other person working for a firm, has a choice about 
whether to work for his or her firm or to work for some other company. Likewise, 
every owner has a choice about investing capital in his or her firm or getting it 
from an outside source such as a bank or leasing company.
Take the simple example of a sole practitioner, Alan Accountant, who employs 
several staff members. Alan is grossing $400,000 per year. He has $160,000 of equity 
in his accounts receivable, work in process, equipment, and so on. And he is netting 
$140,000 per year. How much money is the firm really making?
If Alan were an employee at another firm, he would be paid a salary—for 
example, $100,000. If he forgoes that opportunity to set up his own practice, he has 
an opportunity cost of $100,000 (the salary he could have made as an employee 
elsewhere). Each employee of a practice, whether or not he or she is an owner, 
should be paid for services rendered to the firm. For every owner, there is an 
economic cost of providing labor that is equivalent to the salary he or she could 
earn working for someone else. This opportunity cost is real whether or not it is 
recognized in the financial statements. A  practice can be considered profitable
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only to the extent that it generates an income for the owners in excess of the 
opportunity cost of their salary value. If Alan is worth a $100,000 salary working 
for another organization, there is an economic cost of $100,000 for his salary that 
should be recognized.
Likewise, accounting practices require capital. Financiers who invest money 
in an enterprise expect a return on that investment. Similarly, CPAs who invest 
money in a practice deserve a return on their investment like every other investor. 
The value of the money invested can be measured by referring to investments that 
have similar degrees of risk in other types of businesses. This value, too, is an eco­
nomic cost of doing business regardless of whether it is reflected in the income 
statement. If Alan could invest his equity elsewhere and earn 10 percent per year, 
there is a $16,000 annual opportunity cost of capital that should be recognized.
True profit is the amount left over after properly allowing for the value of 
owners’ salaries and interest. This economic income is actually the owners’ 
returns on their abilities to manage and market the practice, or—as Mr. Weiner 
refers to it—the entrepreneurial results. In Alan’s case, these entrepreneurial 
results would be as follows:
“Net income”
Alan’s salary
Cost of Alan’s capital
Economic income (entrepreneurial results)
$140,000
(100,000)
(16,000) 
$ 24,000
$24,000 is Alan’s return for the risks and demands of running a practice.
Most CPAs like Alan enter into public practice so that they can earn more 
than they could working for someone else. Unfortunately, many of them have 
never figured out if they succeeded. The difference between working for a salary 
and owning a business is that when you own a business, you are supposed to make 
a profit in addition to salary. Many CPAs who think they are making a big profit are 
really not—they are doing a little better or a little worse than they would by 
working for a salary. Your financial statements will not really reveal this unless 
you properly analyze them.
The Partnership GAAP
Some firms are incorporated, some are partnerships, and some are proprietor­
ships. Even incorporated firms often present a subtotal, net income before 
officers’ compensation, to provide a profit number comparable to that of a 
partnership or proprietorship. Some professional corporations show officers’ 
salaries as an expense, while others do not, preferring the partnership style of 
financial reporting.
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EXAM PLE: One sample firm’s financial statements deducted about 10 
percent of net income before stockholders’ compensation as “ directors’ 
salaries”  and showed all other profits as “ distributions to stockholders.”
As Dr. Maister alluded earlier, one quirk of partnership financial reporting 
is that all partners’ compensation is reported as profits. This profit number can 
be misleading.
For example, the firm of Abbott & Baldwin has a total of fifty people, of 
whom five are partners. Mr. Weiner categorizes them as fifty income earners 
and five income sharers.7 The firm of Cotton and Doe also has a total of fifty 
personnel, including fifteen partners. The ten lowest-compensated partners in 
Cotton and Doe might be the operational equivalent of managers or supervisors at 
Abbott & Baldwin. Yet all compensation paid to the ten junior partners at Cotton 
and Doe is reported as profits. All other things being equal, Cotton and Doe’s profit 
margin will be higher than Abbott & Baldwin’s. Is Cotton and Doe more profitable? 
Of course not; it’s just that quirk of partnership financial reporting that shows all 
fifteen partners’ compensation as profits.
This means that profit margin is not a particularly good yardstick by which to 
measure your firm’s financial performance. You can make the measure of profit 
margin more meaningful if you adjust partner compensation to reflect economic 
reality. Doing so will even allow you to compare your firm to another firm with 
different leverage.
Look at profile firm C. Right now it is showing a margin of 34.30 percent. If 
it promoted the five most experienced members of its staff to partner without 
changing their compensation of $224,000 or the firm’s performance, expenses 
would decrease and profit would increase by $224,000 to $1,048,500. Profit 
margin would increase to 43.6 percent—an increase of 27.1 percent in the firm’s 
profit margin.
As Reported Adjustment As Adjusted
Net fees $2,404,000 $2,404,000
Direct expenses 857,500 (224,000) 633,500
Indirect expenses 722,000 722,000
Total expenses 1,579,500 (224,000) 1,355,500
Net income 824,500 224,000 1,048,500
Profit margin 34.3% 27.1% 43.6%
Number of partners 6 5 11
Net income per partner $ 137,417 ($42,099) $ 95,318
7 Ronald Weiner, ‘‘One-Third Labor, One-Third Overhead: What Happened To One-Third Profit?’’ presented at 
the 1989 AICPA National Practice Management Conference East in Atlanta, Georgia.
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At the same time, net income per partner would decline by 31 percent from 
$137,417 to only $95,318. These calculations show why profit margin can be mis­
leading in making year-to-year comparisons.
K E Y  POINT: Even net income per partner is not a meaningful figure when 
comparing two firms with different leverage, or the same firm’s performance 
from year to year.
Making financial comparisons isn’t any easier for incorporated practices. As 
mentioned earlier, some professional corporations show officers’ salaries as an 
expense, while others do not, preferring the partnership style of financial report­
ing. Even if a professional corporation does show owners’ salaries, the salaries 
may or may not reflect economic reality.
E X A M P LE : One sample firm set officers’ salaries at 99.6 percent of net 
income before officers’ salaries, showing a “ net income”  of only 0.17 percent 
of gross fees. Again, you must adjust the margin calculation for owner 
compensation to reflect economic reality before you can compare your firm 
to a firm with a different owner compensation method.
Some firms record interest on partners’ capital (or shareholders’ loans) and 
show it as an expense just like interest paid to a bank. Others lump owners’ 
interest with other profit distributions and deduct it from the capital account. 
And those firms that do record interest on owners’ capital may not use a fair 
market interest rate. Then, too, some firms finance receivables or equipment with 
bank loans or leases, while other firms have no debt. Once again, profit margin 
must be adjusted to equalize different firms’ costs of capital before a meaningful 
comparison to a firm with a different capital structure can be made.
These examples illustrate how accounting firms can differ in ways that make 
comparisons to other firms’ salaries, billing rates or other operating information as 
meaningless as comparisons between three grapes and four melons. Mr. Weiner 
developed an analytical method to fashion these different factors into a common 
pattern so that one can add three grapes to four melons and get “ 7 pounds, 14 
ounces of fruit.’’ He created a standard pricing and costing system that adjusts for 
the economic value of owners’ labor and imputes an appropriate rate of interest 
on owners’ capital so that actual results can be compared between firms. Here’s 
how it works.
Converting Owners’ Salaries to Fair Market Value
B A SIC PRIN CIPLE: Most firms establish their standard hourly billing rates 
based upon a multiplier of each person’s salary.
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EXAM PLE: Profile firms A  and C set employee billing rates by starting with 
the old “ 2 percent rule”  (2 percent of average monthly compensation per 
hour) and then rounding upward. Thus, at " 2 percent”  an employee earning 
$21,500 annually ($1,792 monthly) should have a billing rate of about $36 per 
hour. But both profile firms A  and C finally selected a standard billing rate of 
$38 for this salary level. Dividing the $38 hourly rate by the $21,500 annual 
compensation yields an actual billing multiple of 0.001767. The fair market 
value of an owner’s salary can be approximated by inverting the firm’s billing 
rate formula and dividing the owner’s billing rate by the 0.001767 staff 
multiplier factor. If a $21,500 staff person is worth $38 per hour to clients of 
the firm, then an owner who is worth $80 per hour to the clients should have 
an approximate salary value to the firm of $45,275 ($80 per hour divided by 
0.001767 equals $45,275).
Profile firm B sets employee billing rates by starting with 2.1 percent of 
average monthly compensation per hour and then rounding upward. Firm 
B ’s manager, who earns $42,000 annually ($3,500 monthly), has a billing rate 
of $74. Dividing the $74 hourly rate by the $42,000 annual compensation 
yields a true billing multiple of 0.001762. An owner who is worth $90 per hour 
to clients should have an approximate salary value to the firm of $51,000 ($90 
per hour divided by 0.001762 equals $51,078).8
Converting Owners’ Capital to Financial Equivalents
As mentioned earlier some firms finance with bank loans or leases, while other 
firms have no debt. To compare these types of firms, an appropriate rate of 
interest must be imputed on the owners’ invested capital. Since owners’ capital is 
at greater risk than a creditor’s loan, most firms impute an interest rate that is one 
to two points higher than the prime rate.
Converting Net Fees to Standard Fees
Since most local and regional firms use cost-driven standard time charges, their 
true production is better measured by standard fees than net fees.
8 Some firms use different multiples for staff at different levels. For example, one firm might use a gradually 
increasing multiple of 0.0018 for junior staff, 0.0019 for in-charge staff and supervisors, and 0.0020 for 
managers. If your firm uses a sliding multiple for staff billing rates, you should select the multiple utilized 
to calculate billing rates for your average staff when calculating owners’ salaries.
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Standard: noun. An acknowledged measure of comparison for quantitative 
or qualitative value; criterion... . A degree or level of requirement, excellence, 
or attainment, adjective. Serving as a standard of measurement or value... .Of 
average but acceptable quality.
The American Heritage Dictionary, Second College Edition
Mr. Weiner defines the product of a CPA firm as: One dollar of service measured 
at standard rates. This means that the revenue of a firm (in the sense of produc­
tion) is actually standard fees, and reductions of that figure—whatever the cau se- 
are deviations from revenues at standard rates and are not an overhead cost.
While this view of revenue is not in accordance with generally accepted 
accounting principles (GAAP), it is in accordance with good cost accounting 
procedures. It is to be applied only to an analytical method for evaluating a firm’s 
operations and not to an externally presented financial statement. This model 
differs from Maister’s formula, which does not recognize standard time charges 
as the unit of revenue.
According to Mr. Weiner, firms that offset writedowns against standard fees 
and record net fees as their revenue should gross up revenue to standard by 
adding writedowns back to net fees. The writedowns should then be shown as a 
separate line item like any other controllable expense, since it costs the same to 
provide a dollar’s worth of service whether the CPA collects it or not.9
Mr. Weiner reasons that by adding allowances for owners’ salaries and 
interest on capital to firm costs and expenses, all costs can be made comparable. 
Expressing these costs as a percentage of standard fees yields the cost to produce 
one dollar of service. To the extent that professional salaries (including owners’ 
salaries) vary from their ratio to projected standard time charges (for example, 
one-third of standard fees), this variance can be due only to the pricing structure 
or productivity as measured in chargeable hours. Also, to the extent that other 
costs (exclusive of professional salaries) vary, they constitute a deviation in the 
overhead rate that one can then compare with that of other firms and periods.
Applying the Weiner Model to Sample Firms10
The following examples use Mr. Weiner’s concepts to convert owners’ salaries and 
interest on owners’ capital to economic equivalents and to gross up revenue and 
show writedowns as a controllable expense.
9 Ronald Weiner, “One-Third Labor, One-Third Overhead: What Happened To One-Third Profit?” presented 
at the 1989 AICPA National Practice Management Conference East in Atlanta, Georgia.
10 Prepared by Ronald Weiner, CPA.
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ADJUST FEE INCOME TO STANDARD FEES
Adams Baker Carter Davis
Net Fees $331,710 $2,893,291 $1,526,834 $2,894,071
Writedowns (writeups) (3,292) 628,362 76,536 397,262
Standard fees $328,418 $3,521,653 $1,603,370 $3,291,333
COMPUTE ALLOWANCE FOR PARTNERS’ SALARIES
Adams Baker Carter Davis
Standard billing rate $ 72.50 $ 66.00 $ 65.00 $ 50.00
Representative staff salary $30,000 $ 30,000 $ 30,000 $ 30,000
Ratio .24166 .22 .21667 .16667
Partners’ standard hourly
billing rates $135.00 $ 156.75 $ 150.00 $ 111.00
Average partners’ salary $55,864 $ 71,250 $ 69,230 $ 66,599
Number of partners 1 5 5.75 6
Allowance for partners’
salaries $55,864 $356,250 $398,071 $399,592
INPUT INTEREST ON CAPITAL EMPLOYED
Adams Baker Carter Davis
Average accrual-basis capital $47,745 $642,766 $636,718 $970,884
Interest rate* 10% 10% 10% 10%
Interest on rate capital $ 4,775 $ 64,277 $ 63,672 $ 97,088
* For examples, 10 percent interest is used. When calculating, use an appropriate rate of interest.
DETERMINE NET EXPENSES
Adams Baker Carter Davis
Net fees $331,710 $2,893,291 $1,526,834 $2,894,071
Net income 176,079 945,865 668,746 685,626
Net expenses $155,631 $1,947,426 $ 858,088 $2,208,445
Major expense categories are:
Professional salaries $ 69,691 $ 813,141 $ 295,889 $ 876,474
Other salaries 24,625 276,661 85,680 364,422
Personnel expenses 11,103 147,093 97,848 218,418
Facilities expense 28,026 143,808 167,415 270,722
Other 22,186 566,723 211,256 478,409
$155,631 $1,947,426 $ 858,088 $2,208,445
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CALCULATE NET PROFIT AND PERCENTILE RELATIONSHIPS TO STANDARD FEES AFTER 
GIVING EFFECT TO ALLOWANCE FOR PARTNERS’ SALARIES AND INTEREST ON CAPITAL
Adams Baker Carter Davis
Standard fees $328,418 $3,521,653 $1,603,370 $3,291,333
100% 100% 100% 100%
Expenses
Professional salaries
(including allowance
for partners’ salaries) 125,555 1,169,391 693,960 1,276,066
38% 33% 44% 39%
Other expenses
Other salaries 24,625 276,661 85,680 364,422
8% 8% 5% 11%
Personnel 11,103 147,093 97,848 218,418
3% 4% 6% 7%
Facilities 28,026 143,808 167,415 270,722
9% 4% 10% 8%
Other (including interest
on capital) 26,961 631,000 274,926 575,497
8% 18% 17% 17%
Total expenses 216,270 2,367,953 1,319,829 2,705,125
66% 67% 82% 82%
Profit at standard 112,148 1,153,700 283,541 586,208
34% 33% 18% 18%
Writeups (writedowns) 3,292 (628,362) (76,536) (397,262)
1% (18%) (5%) (12%)
Net profit (economic results) $115,440 $ 525,338 $ 207,005 $ 188,946
35% 15% 13% 6%
Proof
Net income
(as previously stated) $176,079 $ 945,865 $ 668,748 $ 685,626
Less: Partners’ salaries (55,864) (356,250) (398,071) (399,592)
Interest (4,775) (64,277) (63,672) (97,088)
$115,440 $ 525,338 $ 207,005 $ 188,946
Analysis
K E Y  POINT: Standard fees should bear the same ratio to professional salaries 
as does the standard billing rate times a standard of billable hours (standard 
revenue) to standard salary. Therefore:
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Adams Baker Carter Davis
Standard billing rate $ 72.50 $ 66.00 $ 65.00 $ 50.00
Standard hours 1,600 1,600 1,600 1,600
Standard revenue
(rate x hours) $116,000 $105,600 $104,000 $80,000
Representative staff salary $ 30,000 $ 30,000 $ 30,000 $30,000
Ratio 26% 28% 29% 38%
Actual percentage of
professional salaries
to standard fees 38% 33% 44% 39%
Difference 12% 5% 15% 1%
Adams and Carter are getting only two thirds of the productivity reasonably 
anticipatable. Baker is at an 85 percent level of production efficiency. There is 
room to greatly improve profitability by reducing professional staff. Davis is 
achieving the standard hours expected. Therefore, there is little further opportu­
nity for Davis to improve in this area.
K EY POINT: All other expenses should be roughly equal to professional 
salaries.
The low relationship of other salaries to professional salaries on Carter, 
coupled with the low productivity of professional staff, may indicate that much 
professional time is spent administratively. However, if professional salaries are 
brought into line, other salaries will then be disproportionately high. If there 
are fewer professionals, less support staff is required. Davis incurs higher other 
salary cost than the others, but more than compensates through billable time 
productivity.
Personnel costs also appear to be disproportionately high relative to profes­
sional salaries at Baker and Davis, particularly Davis. Carter’s high cost is due to 
personnel costs of shareholders.
Baker enjoys an unusually low facilities cost with Adams and Carter being 
somewhat on the high side of the profession’s average of 6 percent to 9 percent.
Other expenses for Adams are disproportionately low while Baker’s are high. 
Further specific analysis is required.
Writedowns are usually the single largest controllable cost. In the case of 
Baker and Davis they represent 54 percent and 68 percent, respectively, of the 
profit at standard. They cannot do much better on productivity, and Davis cannot 
raise rates to the level of peers without first improving realization. In fact, since 
it costs Davis 82 percent of standard fees to produce collectible fees, and writeoffs 
are 12 percent, it is reasonable to assume the firm is losing money on many clients. 
The same may be said for the others but to a lesser degree.
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Lastly, if each firm employed the same billing rate structure as Adams, their 
financial statements would be modified in the following manner:
Adams Baker Carter Davis
Standard fees $328,418 $3,521,653 $1,603,370 $3,291,333
Modification
Standard rate 72.50 72.50 72.50 72.50
Actual rate 72.50 66.00 65.00 50.00
Percentage increase None 10% 12% 45%
Dollar increase None 346,829 185,004 1,481,100
Modified standard fees $328,418 $3,868,482 $1,788,374 $4,772,433
100% 100% 100% 100%
Expenses
Professional salaries 125,555 1,169,391 693,960 1,276,066
38% 30% 39% 27%
Other expense 90,715 1,198,562 625,869 1,429,059
28% 31% 35% 30%
Total expenses 216,270 2,367,953 1,319,829 2,705,125
66% 61% 74% 57%
Profit at standard 112,148 1,500,529 468,545 2,067,308
34% 39% 26% 43%
Writeups (writedowns)
modified for the dollar
increase in standard fees 3,292 (975,191) (261,540) (1,873,862)
1% (25%) (15%) (39%)
Net profit
(economic results) $115,440 $ 525,338 $ 207,005 $ 193,446
35% 14% 11% 4%
Each firm’s efficiencies and inefficiencies become much clearer upon 
analysis. Opportunities for profit improvement abound. Adams can increase 
professional productivity. Baker needs to reduce professional staff, overhead and 
writedowns. Carter must also increase professional productivity, reduce overhead 
and increase realization. Davis must focus on its realizable rates, perhaps by 
increasing support personnel so professional staff can work at higher rates in a 
more economically productive manner.
After applying these analytical tools, most practitioners can readily compare 
opportunities for improving profits.
Applying the Weiner Model to Profile Firms
The following table shows the Weiner model calculations for the profile firms in 
appendix B. How does your firm compare with them?
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ADJUST FEE INCOME TO STANDARD FEES: Net fees + writedowns (writeups)
Firm, A Firm B Firm C Your Firm
Net fees $398,000 $849,000 $2,404,000
Writedowns (writeups) 25,975 65,400 252,800
Standard fees $423,975 $914,400 $2,656,800
COMPUTE ALLOWANCE FOR PARTNERS’ SALARIES: Average partner
billing rate    -----------  ----------x number of partners
Firm A Firm B Firm C Your Firm
Standard billing rate $ 38.00 $ 74.00 $ 38.00
Representative staff salary $ 21,500 $ 42,000 $ 21,500
Ratio 0.001767 0.001762 0.001767
Partners’ standard hourly
billing rate $ 75.00 $ 90.00 $ 100.00
Average partner’s salary 42,445 51,078 56,593
Number of partners 2 3 6
Allowance for partners’ salaries $ 84,890 $153,234 $339,558
INPUT INTEREST ON CAPITAL EMPLOYED*: Average accrual-basis capital x interest rate
Firm A Firm B Firm C Your Firm
Average accrual-basis capital $100,000 $252,000 $750,000
Interest rate 10% 10% 10%
Interest on capital $ 10,000 $ 25,200 $ 75,000
* For examples, 10 percent interest is used. Should be adjusted to reflect an appropriate rate of interest.
DETERMINE NET EXPENSES: Net fees -  net income
Firm A Firm B Firm C Your Firm
Net fees $398,000 $849,000 $2,404,000
Net income 195,100 358,900 824,500
Net expenses $202,900 $490,100 $1,579,500
Major expense categories are:
Professional salaries $ 65,000 $180,000 $ 667,500
Other salaries 19,500 46,000 142,000
Personnel expenses 24,600 63,600 211,500
Facilities expense 31,500 63,500 185,000
Other 62,300 137,000 373,500
$202,900 $490,100 $1,579,500
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CALCULATE NET PROFIT AND PERCENTILE RELATIONSHIPS TO STANDARD FEES AF TER 
GIVING EFFECT TO ALLOWANCE FOR PARTNERS’ SALARIES AND INTEREST ON CAPITAL
Firm A Firm B Firm  C Your Firm
Standard fees $423,975
100%
$914,400
100%
$2,656,800
100%
Expenses
Professional salaries (including
allowance for partners’ salaries’ 149,890
35%
333,234
36%
1,007,058
38%
Other expenses
Other salaries 19,500
5%
46,000
5%
142,000
5%
Personnel 24,600
6%
63,600
7%
211,500
8%
Facilities 31,500
7%
63,500
7%
185,000
7%
Other (including interest
on capital) 72,300
17%
162,200
18%
448,500
17%
Total expenses 297,790
70%
668,534
73%
1,994,058
75%
Profit at standard 126,185
30%
245,866
27%
662,742
25%
Writeups (writedowns) (25,975)
(6%)
(65,400)
(7%)
(252,800)
(10%)
Net profit (economic results) $100,210
24%
$180,466
20%
$ 409,942
15%
Proof
Net income
(as previously stated) $195,100 $358,900 $ 824,500
Less: Partners’ salaries (84,890) (153,234) (339,558)
Interest (10,000)
$100,210
(25,200)
$180,466
(75,000)
$ 409,942
Appendix A  Profitability: Health and Hygiene*
Figure 1:  Profitability Formulas
The Dupont Formula for industrial companies:
PROFITS PROFITS
X -
SALES
X
ASSETS
EQUITY SALES ASSETS EQUITY
MARGIN X PRODUCTIVITY X LEVERAGE
The formula for professional firms:
PROFITS PROFITS FEES
X
STAFF
PARTNERS FEES
X
STAFF PARTNERS
In a partnership, the ultimate measure of 
profitability is (or should be) profit per 
partner, which is driven by three main 
factors, margin, productivity and lever­
age. (Figure 1).
As this shows,
"P ro fit per 
p a r t n e r "  
should  be 
viewed as the 
p ro fessio n al 
firm equiva­
lent o f  "return 
on e q u ity " .
The time and 
efforts of the 
partners (hav­
ing a claim on 
the profits of 
the firm) can 
be seen as the 
firm's equity
investment, (often called "Sweat Equity"). 
The total assets employed in the business 
are the sum of the (partner) equity invest­
ment, and the non-partner staff, who are 
like assets financed by debt, paid a fixed 
interest rate (i.e. salary).
In managing a professional firm, as with 
any business with multiple products or 
service lines, or multiple locations, it is a 
mistake to overly stress one of these three 
sub-factors (margin, productivity, or le­
verage). Different operating units can and 
do achieve high profit per partner in dif­
* Copyright © 1991 by David H. Maister, Maister Associates, Inc., Boston, Mass., U.S.A. This article first appeared in the 
July 1991 issue of In ternational Accounting Bulletin.
ferent ways. Some offices, practice units, 
or even individual partners, will achieve 
it by being in high margin businesses, 
perhaps with modest leverage. Alter­
nately, some other office, practice unit or 
partner may achieve an equally high profit 
per partner 
with thin mar­
gin s, m odest 
p r o d u c tiv ity  
but high lever­
age.
Unfortunately, 
in many firms, 
the reporting 
systems do not 
provide equita­
bly for these 
varying paths 
to profitability. 
For exam ple,
chargeability and realization reports are 
circulated more frequently and more 
broadly than reports showing how well 
partners leverage themselves. Conse­
quently, an individual partner who fails 
to leverage himself but has high personal 
chargeability and high realization (i.e. 
good productivity) will show up "better" 
in the firm's reporting systems than one 
who is less personally chargeable and 
commands a lower fee per hour, but keeps 
5 juniors busy, even though the leveraged 
partner's activities may "throw-off" more 
cash into partnership profits than the 
unleveraged partner.
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Rather than establish firmwide goals for 
margins, productivity, or leverage, firms 
should hold each practice (or partner) 
accountable for a profit per partner target 
and let the practice (or partner) figure out 
the best mixture of margin, productivity, 
and leverage necessary to achieve this 
goal.
This simple prescription is not commonly 
followed in professional firms today. Few 
use net profit per partner as their main 
method for regular reporting of practice 
economics. Yet it is only by understand­
ing the profit-per-partner of different prac­
tices, services (and even engagements) 
that the firm can manage its "equity in­
vestments" (partner time) wisely.
Health and Hygiene
The reason that so many firms have con­
trol systems that emphasize only parts of 
the profitability formula is that their con­
trol systems are designed to focus on short­
term profitability (what I term " Hygiene"), 
and ignore the issue of "Health" (i.e. in­
creasing the fundamental profit potential 
of the organization).
To test this for your firm, I offer a quiz, one 
you may wish to circulate among your 
partners. Shown in Figure 2 is a list of 
possible profitability improvement tac­
tics for a professional service firm.
If your firm is like many others, you'll 
discover something like this: The list of 
quick-impact profitability improvement 
tactics is very different from your list of 
permanent- impact tactics. And you prob­
ably score your firm best on the short-run 
tactics, and least well on the permanent 
improvement tactics.
What this reveals is that improving prof­
itability has two distinct management com­
ponents. Some elements (predominantly 
short-run "H y g ie n e " issues) get 
overmanaged, and m any (long run, 
"Health") are undermanaged. To see 
which is which, let's discuss each of the 
items in our original profit formula. 
Managing Margins
Many professional firms, in comparing 
the profitability of different practices, place 
particular emphasis on the margins 
achieved. This is always misleading and 
often dangerous. In my experience, many 
low-margin practices are more profitable, 
on a profit per partner basis, because of 
the effective use of leverage than higher 
margin practices with low leverage. This 
does not mean that high leverage is al­
ways good, or always appropriate. But it 
does mean that, in the month-to-month 
control of the firm, sub-measures like 
margin are insufficient indicators of prof­
itability.
There is a second reason to avoid placing 
too much stress on margins in managing 
a practice: The margin that a practice 
achieves is mostly a consequence of what 
is accomplished with productivity and 
leverage. Consider, for example, a prac­
tice that has high productivity (i.e. high 
revenue per person). By definition, this 
means it will have a low number of people 
per dollar of revenue. Since the over­
whelming proportion of costs in a profes­
sional practice are related to the number 
of people on staff, costs will be low and 
margins good. Margins will have been 
automatically improved through produc­
tivity improvement.
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Figure 2: Profitability Improvement Tactics
Rank for
Quick
Impact
Rank for 
Permanent 
Impact
Current
Perform­
ance
a
 
| Justify higher fees (specialize, innovate, add more value)
b Increase utilization (billable hours per person)
i
c  Find ways to use juniors more in the delivery of services
d  Drop unprofitable services
e 
 Drop unprofitable clients
 
f
 improve speed of billing
 g
[improve speed of collections
 
h Use marketing to get better" work, not just more work
i Invest in new (higher value) services
j
Develop methodologies to eliminate duplication of effort on 
engagements
k
Help engagement leaders improve project management 
[skills and performance
 l
Speed up skill-building process in staff
m Make greater use of paraprofessionals
n Reduce space and equipment costs
  o Reduce support staff costs
 p  Deal with underperformers (partners)
 q Deal with underperformers (non-partners)
 r   
Other (specify)
  S Other (specify)
You are asked to rate the items on this list in three ways. First, rank the items from 1 to 16 
according to which action will have the quickest impact on profitability. Then rank the items 
according to which will have the most permanent, long-lasting impact on profitability. Finally, 
for each item, rank your firm's performance on a scale of 1 to 5 (1=we've really got this one 
under control).
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Some factors affecting margins are distinct 
from productivity and leverage, for ex­
ample, space costs, equipment and the 
like. These costs are Hygiene factors. It is 
critical to avoid waste: we must not have 
too much excess space, too many comput­
ers, too many support staff. But once the 
"hygienic level" is achieved, it would be 
unwise to pursue profit improvement by 
pushing for even less space, even fewer 
computers, even less support staff. Be­
yond the Hygiene level, such cost cutting 
would improve short-term profits, but 
would not rep­
resent a smart _____________________________
l o n g - t e r m  
p r o fita b ility  
improvement 
strategy (i.e. 
would not im­
prove the ____________________________
Health of the
organization). Margin management is 
short-run management.
Figure 3: Productivity
FEES
PRODUCTIVITY =
STAFF
Managing Productivity
As Figure 1 shows, a firm's productivity is 
the simple multiplication of its utilization 
times the average (realized) fee per hour.
Again, we need to make the distinction 
between Hygiene and Health. A firm's 
average chargeability (or utilization), 
which most firms appropriately monitor 
very carefully, is predominantly a short- 
run issue. Each year, this is one of the first 
things the firm must take care of, like good 
Hygiene. If the firm is below a "reason­
able" chargeability, there is no point talk­
ing about long-run strategy.
However, once a "target" chargeability is 
attained, we are unlikely to raise the firm's
FEES
HOUR
VALUE x UTILIZATION
long-run profit per partner by looking for 
year-on-year increases in utilization. While 
firms could make more money by having 
people work Sundays, it is not the most 
creative of profit-improvement strategies. 
The real challenge is to figure out how to 
make more money without having to work 
so hard!
If they are to achieve high-productivity, 
firms must raise their net realized fee per 
hour (or value). A firm that can do this is 
being more than Hygienic, it is building 
the fundamental Health of the business.
O f course, this
___________________________  means more
than just rais­
ing the firm's 
prices: it means 
that the firm 
must do those
HOURS
PERSON
things (skill­
building, spe­
cialization, innovation, value-added ser­
vices) that will make clients willing to pay
more for the firm's services.
Managing Leverage
Returning to our formula, one factor re­
mains for discussion: leverage. This, like 
fee levels, is a fundamental "Health" is­
sue. Once overheads and utilization are in 
the Hygiene range, only an improvement 
in fee levels or leverage will change the 
basic economics of the business. But what 
should the right amount of leverage be?
The appropriate leverage for any practice 
is determined by one thing, and one thing 
alone: the nature of the services the prac­
tice is engaged in. A  practice that special­
ized in cutting-edge, high-client risk 
("Brain Surgery") work will inevitably 
need to be staffed with a high partner-to-
A ppendix A 39
junior ratio: lower level people will not be 
able to deliver the quality of services re­
quired. On the other hand, practices that 
deal with more procedural "non-emer­
gency" needs will be inefficient if they do 
not have high leverage, since high-priced 
people should not be doing low-value 
tasks.
"Managing" leverage means one thing: 
ensuring that the mix of skill-levels on a 
project matches the true skill requirements 
of the engagement. Unfortunately, this is 
not often done well. (See my previous 
article " Solving the Underdelegation Prob­
lem", International Accounting Bulletin, 
January 1991).
Profitability and Growth
It is interesting to note that, in the formula 
for profitability, growth and size do not 
appear. O f course, it is essential that pro­
fessional firms grow in order to motivate 
and retain the firm's best staff. Without 
growth, much of the dynamism of the 
practice will be lost, and morale will suf­
fer. Having said this, the question of the 
relationship between growth and profit­
ability is unclear.
Imagine, for example, that a firm success­
fully grew the practice by 25% in a given 
year, but grew it in such a way that (a) the 
mix of business (and hence the realized 
fee rates) remained the same; and (b) the 
firm's method of serving that additional 
volume of business used the same staff-to- 
partner ratio currently existing. In this 
scenario, the firm would need 25% more 
partners to handle that volume, and if the 
realization rates were the same as the 
firm's existing business, the net profit per 
partner would remain the same.
That is not a bad result, (growing by 25% 
and adding 25% more partners), but it 
does not further the goal of improving 
profit per partner. To do th at, we must 
break one of the two conditions imposed; 
either bring in work that has higher fee 
levels than the firm's current average, or 
find ways to service the firm's work with 
higher leverage. This is the same conclu­
sion as that reached before: only increased 
fee levels or leverage move the firm for­
ward. All else is hygiene. It is the nature 
of the work brought in, not just its vol­
ume, that contributes to profit Health.
Yet this is not how firms control their 
practice development efforts. Many firms 
are revenue-driven, or "top-line" oriented, 
taking the view that "any new business is 
good business". This is patently false. A 
new $100,000 engagement can be very 
profitable, or be one that loses the firm a 
lot of money. Yet many firms reward 
partners for the volume of fees (Top-Line) 
that they bring in, not whether or not they 
bring in profitable work.
In large part, they do this for the very 
reason we have been discussing: the lack 
of a good profitability reporting system 
that allows them to know which work is 
truly profitable and which is not. If you 
never measure profitability at the engage­
ment level (or do so with misleading indi­
cators such as margin or realization alone), 
it is hard to guide and reward partners' 
practice development activities properly. If 
profits are to improve, this will only be 
done by improving how profitably en­
gagements are run: proper staffing, proper 
delegation, efficient use of people's time. 
Project leaders should be held account­
able for engagement success, considering 
revenues and the costs of resources con­
sumed (including the costs of partner
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Figure 4: PROFITABILITY TACTICS
(In descending order of impact on profit health)
ONE: RAISE PRICES (i.e. FEE LEVELS)
* Earn higher fees through specialization,innovation, adding more value
* Use marketing to get better" work
* Speed up skill-building process in staff
* Invest in new (higher value) services
TWO: LOWER VARIABLE COSTS (DELIVERY COST FOR EACH ENGAGEMENT)
* Improve engagement management performance
* Increase leverage in the delivery of services
* Make greater use of paraprofessionals
* Develop methodologies to avoid duplication of effort
THREE: FIX UNDERPERFORMERS
* Deal with underperformers
* Drop unprofitable services
* Drop unprofitable clients
FOUR: INCREASE VOLUME
* Increase utilization (billable hours per person)
FIVE: LOWER OVERHEAD COSTS
* Improve speed of billing
* Improve speed of collections
* Reduce space and equipment costs
* Reduce support staff costs
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time).
The effects of this have been shown in firm 
after firm that have begun to examine 
(either as a special study or as a new 
method of reporting) the profit per part­
ner-hour of different engagements. It is 
quite common for firms to discover that 
125% of their profits are made from 80% of 
their engagements, and that 20% of their 
engagements lose for them 25% of their 
profits. This would not be bad if these 
were conscious, strategic investment de­
cisions. But, in firm after firm, it is re­
vealed that engagements that "looked 
profitable" when judged by margin or 
realization, show up as poor investments 
when the profit is related to the amount of 
partner time invested to generate that 
profit.
As a consequence, many firms cannot "fix 
underperformers" as a profit improve­
ment tactic because their financial report­
ing systems do not reveal where the real 
underperformers (assignments, service 
lines, clients or partners) really are.
Fixing underperformers can be both a 
Hygiene A N D  Health issue. By eliminat­
ing loss-making activities, profits can be 
improved in the short-run. In addition, by 
freeing up resources (particularly partner 
time) locked up in low-profit areas, the 
potential is created to deploy these re­
sources in more productive areas. No- 
one, as a short-run issue, wants to drop 
unprofitable clients or services, but if low 
profitability cannot be fixed through more 
efficient staffing (i.e. leverage) then work­
ing to replace low profitability work with 
high profitability work is critical to long- 
run success.
Putting it all together
The list of tactics given in Figure 2 can be 
grouped into five categories, which repre­
sent the basic five approaches in improv­
ing the profitability of any business. These 
are (in order of impact on profit health):
1. Raise Prices (Fee Levels)
2. Lower Variable (Delivery) Costs
3. Fix Underperformers
4. Increase Volume
5. Lower Overhead Costs
(See Figure 4)
As we have seen, the first two categories 
are the keys to Health, and the middle 
category (underperformers) has the po­
tential to be so. The last two categories are 
Hygiene areas which are critical for the 
short term, but limited in their ability to 
bring about a fundamental transforma­
tion in profit potential. Profitability will 
not come from managing hygeine factors 
alone: future profitability depends on 
Health as well - and firms' methods of 
measuring, reporting and managing need 
to reflect both.
David Maister is a 
leading authority on 
the management o f 
professional service 
firms. He consults to 
professional firms 
around the world 
across a broad 
spectrum o f profes­
sions, including 
accounting, actuarial, 
legal, consulting, 
public relations and 
executive search 
firms.
Appendix B  Profile Firms
Balance Sheet 
Profile Firm A
Amount
Assets
Cash
Receivables—billed
Receivables—unbilled
Allowance for doubtful accounts and billing adjustments 
Partners’ and employees’ accounts receivable 
Other current assets
Total current assets
Building and leasehold
Furniture and equipment
Accumulated depreciation
Other
Total assets
Liabilities
Notes and loans payable—bank 
Notes and loans payable—other 
Payables and accruals
Total current liabilities
Long-term debt
Total liabilities
Capital
Capital accounts
Total liabilities and capital
$ 15,000 
60,000 
22,000 
(8,000)
500
3,500
93,000
10,000
75,000
(30,000)
5,000
$153,000
$ 7,500
7,500
9,500
24,500
28,500
53,000
100,000
$153,000
* Adapted from the AICPA’s M anagement o f an  Accounting Practice Handbook.
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Income Statement 
Profile Firm A
Amount Percent
Revenue
Auditing $ 47,500 11.9
Compilation and review 76,100 19.1
Taxes 193,750 48.7
Management advisory services 21,800 5.5
Other accounting services 84,825 21.3
Standard fees 423,975 106.5
Billing adjustments (25,975) 6.5
Net fees 398,000 100.0
Direct expenses
Salaries—professional staff 65,000 16.3
Salaries—other 19,500 4.9
Total salaries 84,500 21.2
Data processing—unallocated 8,000 2.0
Total direct expenses 92,500 23.2
Indirect expenses
Personnel 24,600 6.2
Facilities 31,500 7.9
Practice development 6,800 1.7
Other operating expenses 34,800 8.7
Non-operating expenses 12,700 3.2
Total indirect expenses 110,400 27.7
Net income $195,100 49.0
Percentage of net fees.
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Expense Details 
Profile Firm A
Amount Percent
Personnel
Payroll taxes $ 7,600 1.9
Welfare and group benefits 9,000 2.3
Staff recruitment — —
Medical examinations — —
Professional development 4,800 1.2
Professional and related expense 3,200 .8
Total $24,600 6.2
Facilities
Occupancy and maintenance $24,000 6.0
Equipment expense (including depreciation) 7,500 1.9
Total $31,500 7.9
Practice development
Promotional expense $ 4,000 1.0
Entertainment of clients 2,200 .6
Contributions 600 .1
Total $ 6,800 1.7
Other operating expenses
Insurance $ 8,500 2.1
Publications 4,000 1.0
Stationery, printing, and supplies 6,500 1.6
Postage and express 2,200 .6
Taxes—other 1,200 .3
Telephone 4,300 1.1
Travel and subsistence 4,000 1.0
Firm meeting expense 500 .1
Other 3,600 .9
Total $34,800 8.7
Non-operating expenses
Interest expense $ 2,700 .7
Provision for doubtful billed accounts 6,000 1.5
All other general expenses 4,000 1.0
Total $12,700 3.2
Percentage of net fees.
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Miscellaneous Calculations 
Profile Firm A
Amount
Net accounts receivable, unbilled 
Receivables, unbilled
Less percentage of billing adjustment (6%) 
Net accounts receivable, unbilled
Allowance for doubtful accounts
Allowance for doubtful accounts and billing adjustments 
Less allowance for billing adjustments
Allowance for doubtful accounts
Net accounts receivable, billed 
Receivables, billed
Less allowance for doubtful accounts 
Net accounts receivable, billed
$22,000
(1,320)
$20,680
$ 8,000 
(1,320)
$ 6,680
$60,000
(6,680)
$53,320
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Balance Sheet 
Profile Firm B
Amount
Assets
Cash
Receivables—billed
Receivables—unbilled
Allowance for doubtful accounts and billing adjustments 
Partners’ and employees’ accounts receivable 
Other current assets
Total current assets
Building and leasehold
Furniture and equipment
Accumulated depreciation
Others
Total assets
Liabilities
Notes and loans payable—bank 
Notes and loans payable—other 
Payables and accruals
Total current liabilities
Long-term debt
Total liabilities
Capital
Capital accounts 
Total liabilities and capital
$ 33,000
165,100
62,800
(18,900)
2,000
15,000
259,000
20,000
110,000
(35,000)
5,000
$359,000
$ 25,000
12,000
22,000
59,000
48,000
107,000
252,000
$359,000
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Income Statement 
Profile Firm B
Amount Percent*
Revenue
Auditing
Compilation and review 
Taxes
Management advisory services 
Other accounting services
Standard fees 
Billing adjustments
Net fees
Direct expenses
Salaries—professional staff 
Salaries—other
Total salaries
Consultation—unallocated 
Data processing—unallocated
Total direct expenses
Indirect expenses
$130,700 15.4
181,700 21.4
371,800 43.8
59,000 6.9
171,200 20.2
914,400 107.7
(65,400) (7.7)
849,000 100.0
180,000 21.2
46,000 5.4
226,000 26.6
16,000 1.9
242,000 28.5
Personnel
Facilities
Practice development 
Other operating expenses 
Non-operating expenses
Total indirect expenses
Net income
63,600 7.5
63,500 7.5
20,000 2.4
69,000 8.1
32,000 3.8
248,100 29.3
$358,900 42.2
Percentage of net fees.
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Expense Details 
Profile Firm B
Amount Percent
Personnel
Payroll taxes $19,700 2.3
Welfare and group benefits, retirement 23,300 2.8
Staff recruitment 2,600 .3
Professional development 11,000 1.3
Professional and related expense 7,000 .8
Total $63,600 7.5
Facilities
Occupancy and maintenance $46,500 5.5
Equipment expense (including depreciation) 17,000 2.0
Total $63,500 7.5
Practice development
Promotional expense $10,000 1.2
Entertainment of clients 9,000 1.1
Contributions 1,000 .1
Total $20,000 2.4
Other operating expenses
Insurance $17,000 2.0
Publications 7,000 .8
Stationery, printing, and supplies 13,500 1.6
Postage and express 6,000 .7.
Taxes—other 3,000 .4
Telephone 8,000 .9
Travel and subsistence 7,000 .8
Firm meeting expense 1,500 .2
Other 6,000 .7
Total $69,000 8.1
Non-operating expenses
Interest expense $10,000 1.2
Provision for doubtful billed accounts 17,000 2.0
All other general expenses 5,000 .6
Total $32,000 3.8
Percentage of net fees.
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Miscellaneous Calculations 
Profile Firm B
Net accounts receivable, unbilled
Receivables, unbilled
Less percentage of billing adjustments (7.2%) 
Net accounts receivable, unbilled
Allowance for doubtful accounts
Allowance for doubtful accounts and billing adjustments 
Less allowance for billing adjustments
Allowance for doubtful accounts
Net accounts receivable, billed 
Receivables, billed
Less allowance for doubtful accounts 
Net accounts receivable, billed
Amount
$62,800
(4,522)
$58,278
$18,900
(4,522)
$14,378
$165,100
(14,378)
$150,722
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Balance Sheet 
Profile Firm C
Amount
Assets
Cash
Receivables—billed
Receivables—unbilled
Allowance for doubtful accounts and billing adjustments 
Partners’ and employees’ accounts receivable
Other current assets
Total current assets
$ 95,000
525,000 
155,000 
(30,000) 
10,000 
35,000
790,000
Building and leasehold
Furniture and equipment
Accumulated depreciation
Others
Total assets
65,000
290,000
(110,000)
15,000
$1,050,000
Liabilities
Notes and loans payable—bank
Notes and loans payable—partners
Notes and loans payable—other
Payables and accruals
Total current liabilities
$ 65,000
15,000 
25,000 
50,000
155,000
Long-term debt
Total liabilities
145,000
300,000
Capital
Capital accounts
Total liabilities and capital
750,000
$1,050,000
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Income Statement 
Profile Firm C
Amount Percent*
Revenue
Auditing
Compilation and review 
Ta xes
Management advisory services 
Other accounting services
Standard fees 
Billing adjustments
Net fees
$ 507,500 21.1
517,500 21.5
1,008,800 42.0
256,500 10.7
366,500 15.2
2,656,800 110.5
(252,800) (10,5)
2,404,000 100,0
Direct expenses
Salaries—professional staff 667,500 27.8
Salaries—paraprofessional (including bookkeepers) 20,000 .8
Salaries—other 
Total salaries
Data processing—unallocated
Total direct expenses
Indirect expenses
Personnel
Facilities
Practice development 
Other operating expenses 
Non-operating expenses
Total indirect expenses
Net income
122,000 5.1
809,500 33.7
48,000 2.0
857,500 35.7
211,500 8.8
185,000 7.7
47,000 1.9
196,500 8.2
82,000 3.4
722,000 30.0
$ 824,500 34.3
Percentage of net fees.
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Expense Details 
Profile Firm C
Amount Percent*
Personnel
Payroll taxes $ 85,000 3.5
Welfare and group benefits, retirement 79,000 3.3
Staff recruitment 5,000 .2
Professional development 25,000 1.1
Professional and related expense 17,500 .7
Total $211,500 8.8
Facilities
Occupancy and maintenance $135,000 5.6
Equipment expense (including depreciation) 50,000 2.1
Total $185,000 7.7
Practice development
Promotional expense $ 30,000 1.2
Entertainment of clients 15,000 .6
Contributions 2,000 __
Total $ 47,000 1.8
Other operating expenses
Insurance $ 55,000 2.3
Publications 12,000 .5
Stationery, printing, and supplies 30,000 1.3
Postage and express 15,000 .6
Taxes—other 5,000 .2
Telephone 25,000 1.0
Travel and subsistence 25,000 1.0
Firm meeting expense 4,500 .2
Other 25,000 1.1
Total $196,500 8.2
Non-operating expenses
Interest expense $ 20,000 .8
Provision for doubtful billed accounts 50,000 2.1
All other general expenses 12,000 .5
Total $ 82,000 3.4
Percentage of net fees.
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Miscellaneous Calculations 
Profile Firm C
Net accounts receivable, unbilled 
Receivables, unbilled
Less percentage of billing adjustment (9.5%) 
Net accounts receivable, unbilled
Allowance for doubtful accounts
Allowance for doubtful accounts and billing adjustments 
Less allowance for billing adjustments
Allowance for doubtful accounts
Net accounts receivable, billed 
Receivables, billed
Less allowance for doubtful accounts 
Net accounts receivable, billed
Amount
$155,000
(14,725)
$140,275
$ 30,000 
(14,725)
$ 15,275
$525,000
(15,275)
$509,725
Appendix C Sample Firms
Balance Sheet 
Sample Firm Adams 
December 31, 1990
Amount
Assets
Current assets 
Cash in bank and on hand
Accounts receivable (net of allowance for doubtful accounts of 
$35,253 in 1990)
Supplies inventory 
Unexpired insurance 
Prepaid expenses
Total current assets
Property and equipment 
Furniture, machines and equipment 
Less accumulated depreciation
Total assets
Liabilities
Current liabilities 
Note payable
Current maturities of long-term debt 
Client advances
Accounts payable and withheld items 
Total current liabilities
Long-term debt 
Loan payable
Less current maturities above
Owner’s equity
Beginning balance 
Current-year income
Withdrawals 
Total owner’s equity 
Total liabilities and owner’s equity
$ 5,048
39,074
3,921
4,162
3,212
55,417
41,389
(37,019) 
4,370 
$ 59,787
$ 3,000 
4,938 
431 
717
9,086
16,698
4,938
11,760
56,549
176,079
232,628 
(193,687) 
38,941 
$ 59,787
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Income Statement
Sample Firm Adams 
December 31, 1990
Amount
Standard fees 
Writeups
Fee income
Direct expenses 
Chargeable salaries 
Outside services 
Personnel expenses 
Practice development
Total direct expenses 
Gross profit
General and administrative expenses 
Non-chargeable salaries, professional 
Non-chargeable salaries, clerical 
Non-chargeable personnel expenses 
Auto expenses
Computer supplies and expense 
Depreciation
Equipment repairs and maintenance 
Insurance
Professional development 
Professional dues 
Postage and delivery 
Publications 
Rent
Stationery and office supplies
Staff recruitment, promotion and bonuses
Telephone
Total general and administrative expenses 
Operating income
Other income and (expenses)
Interest income 
Late-payment charge income 
Provision for doubtful accounts 
Account finders fees (to staff)
Interest expense
Total other income and (expenses)
Net income
$328,418
3,292
331,710
45,730
6,337
5,510
1,575
59,152
272,558
23,961
18,288
5,593
365
694 
2,733
511
6,183
2,125
695 
1,152 
2,056
24,782
1,969
997
2,814
94,918
177,640
1,571
2,384
(935)
(1,876)
(2,705)
(1,561)
$176,079
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Analysis of Fees 
Sample Firm Adams 
December 31, 1990
Level of Personnel
Owner
Technical staff 1 
Technical staff 2 
Computer operator 
Support staff 
Total
Chargeable
Hours
Standard
Billing
Rate
Standard
Fees
938.55 $135.00 $126,704.25
1,235.55 70.00 86,488.50
1,492.56 70.00 104,479.20
66.39 50.00 3,319.50
185.66 40.00 7,426.40
3,918.71 -  $328,417.85
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Balance Sheet 
Sample Firm Baker 
September 30, 1990
Assets
Current
Cash
Accounts and notes receivable, net of amount estimated 
uncollectible of $63,000
Work in process, net 
Prepaid expenses
Total current assets
Investments, at cost
Furniture, fixtures and leasehold improvements, at cost, net of 
accumulated depreciation of $199,049
Loans to related parties
Other assets
Total assets
Liabilities
Current
Current portion of long-term debt 
Accounts payable 
Accrued expenses
Total current liabilities
Long-term liabilities
Note payable, net of current portion above
Stockholders’ equity
Common stock, no par value, 50,000 shares authorized, 5,300 issued 
and outstanding at September 30, 1990
Retained earnings
Total liabilities and stockholders’ equity
Amount
$ 66,752
594,645
15,355
61,599
738,351
8,067
191,631
115,433
17,626
$1,071,108
$ 133,200 
69,554 
23,406
226,160
251,876
478,036
530,000
63,072
593,072
$1,071,108
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Income Statement
Sample Firm Baker 
September 30, 1990
Standard fees 
Billing adjustments
Fee income
Salary expenses 
Staff
Administrative
Income before operating expenses 
Operating expenses
Net income
Distributions to stockholders
Retained earnings—beginning
Amount
$3,521,653
(628,362)
2,893,291
913,141
263,110
1,176,251
1,717,040
771,175
945,865
(1,045,252)
162,459
Retained earnings—ending $ 63,072
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Analysis of Fees 
Sample Firm Baker 
September 30, 1990
Level of Personnel
Chargeable
Hours
Standard
Billing
Rate
Standard
Fees
Owner 1 538 N/A N/A
Owner 2 747 N/A N/A
Owner 3 1,083 N/A N/A
Owner 4 1,097 N/A N/A
Owner 5 1,264 N/A N/A
Technical staff 1 1,659 N/A N/A
Technical staff 2 1,598 N/A N/A
Technical staff 3 1,579 N/A N/A
Technical staff 4 1,620 N/A N/A
Technical staff 5 1,713 N/A N/A
Technical staff 6 1,777 N/A N/A
Technical staff 7 1,450 N/A N/A
Technical staff 8 692 N/A N/A
Technical staff 9 1,705 N/A N/A
Technical staff 10 1,639 N/A N/A
Technical staff 11 1,761 N/A N/A
Technical staff 12 1,524 N/A N/A
Technical staff 13 1,644 N/A N/A
Technical staff 14 1,149 N/A N/A
Technical staff 15 1,411 N/A N/A
Technical staff 16 1,454 N/A N/A
Technical staff 17 1,332 N/A N/A
Technical staff 18 1,548 N/A N/A
Total 31,984 — $3,521,653
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Balance Sheet 
Sample Firm Carter 
May 31, 1991
Amount
Assets
Current assets 
Cash—operating
Cash and securities—non qualified retirement plan 
Accounts receivable, net allowance for doubtful accounts 
Accounts receivable—officers
Property and equipment, at cost 
Furniture, fixtures, and equipment 
Vehicles
Leasehold improvements
Less, accumulated depreciation
Other assets 
Security deposits
Cash value—officers’ life insurance
Liabilities
Current liabilities
Notes payable—officers—maturing within one year 
Notes payable—other—maturing within one year 
Payroll taxes withheld
Long-term liabilities
Notes payable—officers—net of current maturities 
Notes payable—other—net of current maturities
Stockholders' equity
Common stock, no par value, 50,000 shares authorized, 
13,874 shares issued and outstanding
Additional paid-in capital
Retained earnings
Total stockholders’ equity
$ 9,325 
147,520 
425,138 
3,652 
585,635
288,533
45,981
5,654
340,168
(232,002)
108,166
8,692
98,411
107,103
$800,904
$102,100
6,667
26,039
134,806
12,577
6,985
19,562
154,368
47,225
21,177
578,134
646,536
$800,904
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Income Statement 
Sample Firm Carter 
May 31, 1991
Standard fees 
Billing adjustments
Fee income
Operating expenses
Income from operations
Other income (loss): 
Interest 
Miscellaneous 
Loss from sale of assets
Net income
Distribution to stockholders
Retained earnings, beginning
Amount
$1,603,370
(76,536)
1,526,834
871,151
655,683
12,925
6,846
(6,708)
13,063
668,746
(649,109)
558,497
$ 578,134Retained earnings, ending
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Analysis of Fees 
Sample Firm Carter 
May 31, 1991
Level of Personnel
Chargeable
Hours
Standard
Billing
Rate
Standard
Fees
Owner 1 N/A $150 $ 124,041
Owner 2 N/A 150 122,255
Owner 3 N/A 150 106,878
Owner 4 N/A 150 108,052
Owner 5 N/A 150 128,587
Owner 6 N/A 135 54,599
Technical staff 1 N/A 85 46,099
Technical staff 2 N/A 65 105,732
Technical staff 3 N/A 45 23,344
Technical staff 4 N/A 55 75,008
Technical staff 5 N/A 60 24,973
Technical staff 6 N/A 82 100,117
Technical staff 7 N/A 58 88,303
Technical staff 8 N/A 65 28,499
Technical staff 9 N/A 45 53,392
Technical staff 10 N/A 63 67,906
Technical staff 11 N/A 65 54,538
Technical staff 12 N/A 36 29,873
Technical staff 13 N/A 52 37,544
Technical staff 14 N/A 40 23,768
Technical staff 15 N/A 40 23,425
Technical staff 16 N/A 38 32,817
Technical staff 17 N/A 40 38,424
Support staff 1 N/A 40 24,248
Support staff 2 N/A 43 2,536
Support staff 3 N/A 40 10,518
Support staff 4 N/A 35 1,340
Support staff 5 N/A 40 13,650
Support staff 6 N/A 30 2,461
Support staff 7 N/A 25 0
Computer charges N/A Variable 50,443
Total 21,050 $76.17 $1,603,370
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Balance Sheet 
Sample Firm Davis 
May 31, 1991
Amount
Assets
Current assets
Cash in banks $185,193.59
Temporary investments 30,896.19
Petty cash 225.00
Accounts receivable—clients 663,881.21
Allowance for uncollectible receivables (32,000.00)
Notes receivable—clients 6,814.25
Notes receivable—clients/secured 11,137.20
Advances to employees 813.49
Note receivable—employees 1,943.91
Returned checks 1,050.00
Other receivables 6,465.20
Work in process 195,144.82
Allowance for writedowns (22,000.00)
Funds held in escrow 6,777.83
Prepaid retirement expense 69,479.70
Prepaid expenses 125,649.21
Total current assets
Property and equipment
Leasehold improvements 104,996.84
Furniture & equipment 666,803.74
Less accumulated depreciation
771,800.58
(611,778.20)
Net property and equipment
Other assets
Deposits 1,412.50
Cash value—partners’ life 3,707.68
Prepaid insurance—other 24,000.00
Total other assets
Total assets
29,120.18
$1,440,614.16
$1,251,471.60
160,022.38
Liabilities
Current liabilities
Current portion long-term debt
Accounts payable—trade
Notes payable—working capital
Payroll taxes withheld and accrued
United Way withheld and accrued
Group health insurance withheld
Group cancer insurance withheld
Employee parking withheld
Accrued vacation pay and compensation 
Accrued salaries
$ 69,092.40 
13,422.97 
30,200.00 
6,884.69 
100.00
(1,956.64)
(78.94)
(405.00)
49,117.69
10,556.02
Total current liabilities
Non-current liabilities
Note payable—
Notes payable—
Less current portion long-term debt
24,000.00
208,826.34
(69,092.40)
Total non-current liabilities
$ 176,933.19
163,733.94
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Amount
Partners’ equity 
Accrual basis capital 
Profit and loss
Total partners’ equity
Total liabilities and partners’ equity
$841,821.09
258,125.94
$1,099,947.03
$1,440,614.16
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Income Statement 
Sample Firm Davis 
May 31, 1991
Amount Percent
Production
Gross production—personnel $3,257,689.47 109.9
Gross production—bookkeeping and administration 10,893.77 .4
Gross production—tax preparation 64,082.81 2.2
Gross production 3,332,666.05 112.4
Planned writedowns 
Writedowns
Non-cash practice development 
Net writedowns 
Net production
Salary cost
Salaries—professional 
Salaries—para-professional 
Salaries—support 
Outside help
Total salary costs
Data processing cost 
Software maintenance 
Hardware maintenance 
Computer paper 
Computer supplies 
Tax software
Total salary and data processing costs 
Gross profit
Direct expenses 
Personnel expenses
Payroll taxes 
AICPA life insurance 
Long-term disability 
Group insurance 
Retirement plan—employees 
Merger expense 
Recruiting 
Employment ads 
Employee meals 
Medical expenses 
Personnel meetings 
Refreshments 
Social events—staff
Total personnel expenses 
Professional development
In-house courses 
State society courses 
Other courses 
Publications
Total professional development
89,716.24 3.0
236,320.02 8.0
41,332.88 1.4
367,369.14 12.4
2,965,296.91 100.0
876,474.25 29.6
121,560.48 4.1
241,460.70 8.1
1,401.20  .0
1,240,896.63 41.8
4,323.08 .1
2,728.00 .1
5,269.50 .2
3,049.57 .1
371.45 .0
1,256,638.23 42.4
1,708,658.68 57.6
93,345.81 3.1
3,697.69 .1
6,591.06 .2
79,965.10 2.7
19,155.50 .6
12,486.53 .4
2,919.11 .1
256.35 .0
2,445.73 .1
98.00 .0
6,622.29 .2
5,253.60 .2
13,860.44  .5
246,697.21 8.3
468.18 .0
11,102.13 .4
22,929.24 .8
34,091.18 1.1
68,590.73 2.3
Percentage of net fees.
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Practice development 
Client development 
Client retention 
Dues—nonprofessional 
Contributions 
Client newsletter 
Public relations 
Special contributions
Total practice development
Professional expense 
Peer review expense 
Dues and licenses—professional 
Association dues and activities 
Professional meetings—national 
Professional meetings—state 
Professional meetings—local
To tal professional expenses
Facilities expense 
Janitorial 
Rent 
Parking 
Utilities
Equipment rentals
Equipment and maintenance contracts 
Repairs and maintenance 
Depreciation and amortization
Total facilities expense
Operating expenses 
Copier supplies 
Supplies—general 
Auto operating expense 
Auto mileage expense 
Insurance 
Postage 
Telephone 
Courier expense 
Legal fees 
Miscellaneous 
Partner life insurance 
Data processing 
Printing 
Taxes—property
Total operating expense 
Total direct expenses 
Profit after direct expenses
Amount
$ 9,271.28
7,494.34 
5,984.00 
1,675.51 
9,777.23
10,463.28
13,000,00
57,665.64
40.84
7,684.15
16,395.97
1,579.97
230.00
795.50
26,726.43
818.10
139,625.84
8,997.70
18,361.11
470.91
14,760.29
10,901.23
76,786.81
270,721.99
9,093.99
26,366.94 
42.12
602.47
65,934.22
18,534.95 
29,298.41
1,336.60
21,175.38
16,076.92
10,712.35
410.96
18,741.20
5,028.17
223,354.68
893.756.68 
814,902.00
Percent*
.3
.3
.2
.1
.3
.4
__ .4
1.9
.0
.3
.6
.1
.0
___ .0
.9
.0
4.7
.3
.6
.0
.5
.4
2.6
9.1
.3
.9
.0
.0
2.2 
.6
1.0
.0
.7
.5
.4
.0
.6
__ .2
7.5
30.1
27.5
(continued)
Percentage of net fees.
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Income Statement 
Sample Firm Davis 
May 31, 1991
(Continued)
Amount
Other income 
Interest income 
Bad debts collected 
Miscellaneous income 
Partner collections—penalty
Total other income
Other expenses 
Bad debt
Collection expenses 
Purchase of practice 
Interest expense 
Partners’ life insurance—interest 
Retirement plan—partners 
Retirement payments—partner 
Partner collections—bonus 
Taxes—income
Total other expenses
Net income before partners’ salaries
$ 30,573.80
22,914.02
2,748.76
400.00
56,636.58
71,226.35
7,382.99
11,762.80
39,217.38
4,103.59
17,044.32
16,890.00
1,800.00
16,485.21
185,912.64
685,625.94
Partners’ salaries 427,500.00
Net income $ 258,125.94
Percent*
1.0
.8
.1
___.0
1.9
2.4
.2
.4
1.3 
.1 
.6 
.6 
.1
___.0
6.3 
23.1
14.4
8.7
Percentage of net fees.
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Reconciliation of Standard Fees and Writedowns 
Sample Firm Davis 
May 31, 1991
Amount
Gross production 
Personnel
Bookkeeping and administration 
Tax preparation
Total fees at standard
Less: Non-cash practice development 
Standard fees
Writedowns 
Planned writedowns 
Writedowns 
Bad debts
Total writedowns
Net fees
$3,257,689
10,894
64,083
$3,332,666
(41,333)
3,291,333
89,716
236,320
71,226
397,262
$2,894,071
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Appendix D Charts Based on Texas Society 
Practice Management Survey
Leverage Chart
Based on 1990 Texas Society Practice 
Management Survey
Small Medium
(Fees Less (Fees From Large
Than $350,001 to (Fees Over
Individuals $350,000) $900,000) $900,000)
A ll Top A ll Top A ll Top A ll Top
Firms 25% Firms 25% Firms 25% Firms 25%
All personnel 3.2 4.6 5.0 5.0 10.0 9.4 30.3 31.5
Active owners 1.0 1.0 2.1 2.0 2.7 2.2 5.4 4.7
Leverage 3.20 4.60 2.38 2.50 3.70 4.27 5.61 6.7
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Utilization Chart
Based on 1990 Texas Society Practice 
Management Survey
Small Medium
(Fees Less (Fees From Large
Than $350,001 to (Fees Over
Individuals $350,000) $900,000) $900,000)
All Top A ll Top A ll Top A ll Top
Firms 25% Firms 25% Firms 25% Firms 25%
Active owners
Chargeable hours 1,356 1,520 1,343 1,457 1,340 1,436 1,255 1,316
Total hours 2,250 2,374 2,254 2,309 2,347 2,385 2,366 2,372
Percent chargeable 60.27 64.03 59.58 63.10 57.09 60.21 53.04 55.48
Professional staff
Chargeable hours 1,448 1,560 1,483 1,447 1,561 1,589 1,596 1,638
Total hours 2,021 2,080 2,007 1,946 2,153 2,144 2,211 2,229
Percent chargeable 71.65 75.00 73.89 74.36 72.50 74.11 72.18 73.49
Paraprofessional staff
Chargeable hours 1,265 1,361 1,326 1,396 1,318 1,369 1,375 1,396
Total hours 1,879 1,965 1,918 1,958 2,048 2,080 2,072 2,067
Percent chargeable 67.32 69.26 69.13 71.30 64.36 65.82 66.36 67.54
Clerical (administrative)
Chargeable hours 891 883 839 971 792 840 676 689
Total hours 1,794 1,908 1,900 1,991 2,050 2,057 2,078 2,084
Percent chargeable 49.67 46.28 44.16 48.77 38.63 40.84 32.53 33.06
Firm average
Chargeable hours 1,245 1,315 1,176 1,253 1,247 1,292 1,266 1,303
Total hours 1,999 2,048 2,009 2,060 2,112 2,213 2,213 2,201
Percent chargeable 62.28 64.21 58.54 60.83 59.04 58.38 57.21 59.20
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Billing Rate Chart
Based on 1990 Texas Society Practice 
Management Survey
Individuals
Small 
(Fees Less 
Than 
$350,000)
Medium 
(Fees From 
$350,001 to 
$900,000)
Large 
(Fees Over 
$900,000)
All Top All Top A ll Top All Top
Firms 25% Firms 25% Firms 25% Firms 25%
Standard fees 
(in thousands)* $187.54 $332.08 $271.28 $317.38 $654.05 $706.40 $2,355.96 $2,799.01
Chargeable
hours 3,940 6,145 5,814 6,092 12,402 12,271 38,358 40,952
Average
billing rate $ 47.60 $ 54.04 $ 46.66 $ 52.10 $ 52.74 $57.57 $ 61.42 $ 68.35
Realization Chart
Based on 1990 Texas Society Practice 
Management Survey
Individuals
Small 
(Fees Less 
Than 
$350,000)
Medium 
(Fees From 
$350,001 to 
$900,000)
Large 
(Fees Over 
$900,000)
A ll Top All Top A ll Top All Top
Firms 25% Firms 25% Firms 25% Firms 25%
Net fees (in
thousands) 
Standard fees (in
$167.1 $308.5 $239.0 $288.5 $589.3 $651.3 $2,096.8 $2,533.1
thousands)* 
Percent of
standard fees
$187.54 $332.08 $271.28 $317.38 $654.05 $706.40 $2,355.96 $2,799.01
realized 89.1 92.9 88.1 90.9 90.1 92.2 89.0 90.5
* Standard fees calculated as follows:
Ind ividuals
Sm all 
(Fees Less 
Than  
$350,000)
M edium  
(Fees From  
$350,001 to 
$900,000)
Large 
(Fees Over 
$900,000)
A ll Top A ll Top A ll Top A ll Top
F irm s 25% F irm s 25% F irm s 25% F irm s 25%
Net fees (in thousands) $167.1 $308.5 $239.0 $288.5 $589.3 $651.3 $2,096.8 $2,533.1
Divided by realization 89.1 92.9 88.1 90.9 90.1 92.2 89.0 90.5
Equals standard fees
(in thousands) $187.54 $332.08 $271.28 $317.38 $654.05 $706.40 $2,355.96 $2,799.01
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Margin Chart*
Based on 1990 Texas Society Practice 
Management Survey
Individuals
Small 
(Fees Less 
Than 
$350,000)
Medium 
(Fees From 
$350,001 to 
$900,000)
Large 
(Fees Over 
$900,000)
A ll Top
Firms 25%
A ll Top
Firms 25%
A ll Top
Firms 25%
A ll Top
Firms 25%
Net income (in 
thousands)
Net fees (in 
thousands)
Profit margin
$ 66.1 $127.9 $107.5 $162.7 $220.4 $282.1 $ 642.3 $ 865.5
$ 167.1 $308.5 $239.0 $288.5 $589.3 $651.3 $2,096.8 $2,533.1
39.6 41.5 45.0 56.3 37.5 43.2 30.5 34.2
* Figures may not calculate exactly because of rounding.
Appendix E  Services and Publications 
of the Management of 
an Accounting 
Practice Committee
Conferences
Conferences that focus on the following topics are produced annually or semi­
annually: management of local and regional firms, management of small firms, 
marketing, and firm administration. All conferences offer practical, hands-on 
guidance with an emphasis on the exchange of management experiences (prob­
lems and solutions) among practitioners. Call (212) 596-6139 for additional 
information on conferences.
Services
Local Firm Consultation Program offers an intensive review of your firm’s 
administrative procedures and advice on management practices. The two-day 
consultation, conducted by two experienced CPA practitioners with firm manage­
ment responsibility, produces constructive suggestions, solutions to specific 
problems, and a fresh view of your practice. Call (212) 596-6136.
The MAP Inquiry Service responds to member inquiries concerning firm 
management and administration. If you need more help, the MAP staff will put 
you in touch with experienced CPAs or consultants who can assist you with 
special problems. Call (212) 596-6139.
Publications
Except where listed, call the AICPA Order Department at (800) 862-4272 or 
(201) 938-3000 (outside U.S.).
M A P  Handbook, a comprehensive 1,000-page, three-volume, loose-leaf 
reference service on practice management, is updated annually. It includes more 
than 200 forms, sample letters, checklists, and worksheets, all easy to reproduce
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or adapt for your practice needs. It provides detailed financial data and policy 
information, for firms of various sizes, that enable you to compare your perfor­
mance with that of comparable firms. Topics covered include developing an 
accounting practice, administration, personnel partnerships, and management 
data. For information call (212) 596-6137; to order call (800) 323-8724.
M A P  Selected Readings, a companion book to the M A P  Handbook, is a 
readers’ digest of over 500 pages of articles on successful practice manage­
ment, specially compiled from leading professional journals. The articles contain 
numerous profit-making ideas for your practice. A  new edition is published 
annually. For information call (212) 596-6137; to order call (800) 323-8724.
MAPW ORKS—D O CU M AP  contains, on diskette, documents from the M A P  
Handbook dealing with organization, client engagements, and personnel. Availa­
ble in three formats: APG2—No. 016911, ASCII—No. 090080, and WordPerfect 
4.2—No. 090081.
On Your Own! How to Start Your Own CPA Firm  provides nuts-and-bolts 
advice on how to start a CPA firm. It contains a wealth of hands-on information 
on operating profitably, and is useful to both to new and established firms as well 
as to prospective firm owners. Product No. 012641.
Organizational Documents: A  Guide fo r  Partnerships and Professional 
Corporations is a guide to drafting a partnership agreement and corporate 
documents. The book includes a sample partnership agreement with more than 
100 provisions and a step-by-step approach to incorporating. Book: No. 012640; 
WordPerfect 4.2 disk: No. 090091; ASCII disk: No. 090090; Book and WordPerfect 
4.2 disk set: No. 090096; Book and ASCII disk set: No. 090095.
Management Series booklets cover the issues your clients are dealing with 
now. Designed to help you help your clients solve their management problems, the 
series includes Management of Working Capital (No. 090060), Financing Your 
Business (No. 090061), M aking the Most o f Marketing (No. 090063), Managing 
Business R isk  (No. 090062), and International Business (No. 090064).
Practice Continuation Agreements: A  Practice Survival K it  explains how 
you can preserve the value of your practice in the event of death or disability. A  
practice continuation agreement can prevent the value of your practice from 
dissipating, provide financial and emotional benefits to your family, and help 
fulfill your professional responsibility to your clients. Product No. 090210.
Managing the Malpractice Maze offers firms specific techniques for 
lowering their risk of liability. It identifies criteria for evaluating a firm’s existing 
defensive practices program and shows how to develop such a system if one is not 
in place. The book also features a ten-step plan to follow when a claim is brought 
and discusses such vital management issues as practicing without insurance,
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documenting engagements, selecting an attorney, and implementing a quality 
control system. Product No. 090380.
Winning Proposals: A  Step by Step Guide to the Proposal Process takes 
you through every step of the proposal process from its preliminary steps to 
conducting a postmortem following the prospective client’s decision. Detailed 
chapters explain how and where to conduct research, what to look for during 
on-site visits, how to map out a strategy that distinguishes your firm from compe­
titors, what is the appropriate composition of the proposal document, and how to 
ensure your sales presentations work. Product No. 090390.
The M A P  Committee Survey on Professional S ta ff  was sent to 5,000 
managing partners and 5,000 professional staff members. Topics addressed by 
the survey include actions taken by firms to address the increase in female 
professional staff, the nonpartnership track, movement of staff into industry, 
staff conflicts, mentoring, and maternity/paternity leave. Product No. 090005.
The M A P  Roundtable Discussion M anual contains guidelines for organiz­
ing a MAP roundtable discussion group. Such a group can help firms find practical 
solutions to common problems through regular meetings and information 
exchange. The guidelines include sample correspondence, forms for administer­
ing a roundtable, and nearly forty suggested discussion outlines on topical 
management issues. To order call (212) 596-6139.
Upcoming MAP Publications
Call (212) 596-6139 for additional information on upcoming publications.
The Marketing Handbook is a compilation of expert advice from over 
twenty authorities on particular marketing strategies or tactics.
Seasonality: Managing Problems, Maxim izing Opportunities is based 
on a survey of over 100 managing partners who shared their methods of dealing 
with this industry-wide problem.
Strategic Planning fo r  CPA Firm s provides a detailed approach to the 
design and implementation of a strategic plan that enables a firm to maximize its 
opportunities for growth and profits.
Glossary
Chargeable hour. An hour worked that is identifiable with service to a specific 
client. Some CPAs distinguish between billable hours and chargeable hours 
based on whether they take a writedown or billing adjustment. In order to have 
a common vocabulary, all hours that are identifiable with serving a particular 
client are chargeable regardless of whether there was ultimately a writedown on 
the account.
Direct client expenses. Expenses incurred that are charged directly to a 
client’s unbilled work in process and covered in client billing. These travel supply, 
reproduction, postage, telephone, outside service and consultation, and other 
expenses do not appear on the firm’s income statement either as revenue 
or expense.
Effective billing rate. Net fees divided by chargeable hours (for a person, 
department, office, or firm).
Ledger. The book of business or list of clients for whom a high-level executive 
(such as an owner or manager) has primary billing responsibility.
Leverage. The total number of people in a firm (including owners, technical 
staff, and support staff) divided by the number of owners.
Net fees. Standard fees plus writeups minus writedowns.
Non-chargeable hour. An hour accounted for that is not chargeable to a client. 
It includes training, recruiting, professional meetings, practice development, 
administration, and firm meetings, regardless of whether or not the time is spent 
during regular business hours. It also includes civic activities, vacations, holidays, 
and authorized leaves of absence during business hours.
Overtime. Hours spent on both chargeable and non-chargeable activities in 
excess of standard hours.
Owner. A  partner or shareholder in a CPA firm. A  non-CPA with a de facto 
ownership interest in a firm is often referred to as a principal.
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Realization. The percentage of standard fees on client projects that is actually 
billed (after writedowns and writeups).
Standard billing rate. The various fees per hour established by the firm for 
each person in the firm.
Standard fees. Total chargeable hours times the applicable standard billing 
rates. Also known as gross fees.
Standard hours. Eight hours per day, five days per week, fifty-two weeks per 
year, or 2,080 hours per year.
Support personnel. Administrative, clerical, and marketing personnel whose 
primary task is to support the operations of the technical staff. Support personnel 
such as secretaries, file clerks, receptionists, and delivery persons are not usually 
trained in accounting and normally work in a firm’s offices rather than in the 
clients’. Some support personnel have no chargeable time.
Technical staff. Accountants, bookkeepers, consultants, and other technically 
trained persons (whether owners or employees) who render services directly to 
clients. The majority of their time is chargeable. They frequently work in clients’ 
offices.
Total hours. Chargeable and non-chargeable hours (includes education, over­
time, holidays, vacations, sick leave, and so on).
Writedown/Writeup. The decrease from or increase to standard fees (including 
direct client expenses) that yield the actual amount billed (net fees). Other terms 
used are allowances, billing adjustments, discounts, fee adjustments, markups/ 
markdowns, and pluses/minuses.
David H. Maister, Ph.D.
David Maister is a leading authority on the management of professional service 
firms. Formerly a professor at the Harvard Business School, he taught 
for seven years in the school’s MBA and executive programs. Dr. Maister has been 
a consultant to many prominent firms in a broad spectrum of professions, includ­
ing accounting, consulting, actuarial services, law, investment management, 
executive search, advertising, and public relations. His practice is international- 
encompassing all professional firm management issues, from human resources to 
practice development, from profitability improvement tactics to multinational 
strategies.
He is the author or co-author of eight books including Professional Service 
F irm  Management.
Ronald G. Weiner, CPA
Ronald Weiner is the president of W G & S Associates, certified public accountants 
with offices in New York and New Jersey. He is a widely recognized expert on 
professional service firm management issues. He has served as a member of the 
AICPA Management of an Accounting Practice Committee and as director of the 
International Group of Accounting Firms, as well as editor of the Management of 
an Accounting Practice column of the CPA Jou rn a l. Mr. Weiner has written 
numerous articles for such publications as The New York Times, Success Maga­
zine, and Productivity Improvement Bulletin. He has been a prominent speaker 
at AICPA and State Society MAP conferences. Mr. Weiner also co-authored 
the AICPA MAP Committee publication Coping With Tax Reform.
Mr. Weiner is a member of the American Institute of Certified Public 
Accountants, the New York State Board for Public Accountancy, the New York 
State Society of CPAs, the New Jersey State Society of CPAs, and the Pennsylvania 
State Society of CPAs.
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